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Underwniting the Sale of Corporate Securities.* 
By Isaac N. SELIGMAN. 


The origin of underwriting occurred about two hundred years 
ago in Lloyd’s coffee house in London, where merchants and 
shippers congregated and discussed questions of business, chiefly 
maritime. It was there that the risks on vessels and cargoes were 
divided and underwritten among merchants. Thus the entire 
subject of underwriting, that is, the desire and effort to unload 
on other shoulders one’s own responsibility and risk, had its 
beginning. It has now assumed enormous and wide-reaching pro- 
portions. When I was in London during King Edward’s corgna- 
tion in 1902, I recollect quite clearly that tradespeople along the 
line of procession took out insurance on the king’s life for a period 
of two weeks, as indemnity against possible loss to them of rent- 
ing their stores and offices. The subject of my address deals with 
another phase of underwriting which is less popular and perhaps 
more involved. An underwriter literally is an insurer. In order 
to understand the class of transactions in which a banker engages, 
which are currently known as underwritings, it is necessary to 
understand the function that a banker fills in the community. 
Walter Bagehot, for many years editor of the London Economist, 
who is regarded as an authority on financial matters, defined the 
function of the banker as being the care of other people’s money. 
This is an excellent definition, but it is subject to the criticism of 
being so general that it conveys comparatively little information. A 


* From an address before the New York University School of Commerce, 
Accounts and Finance of New York University, April 25, 1906. 
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banker cares for other people’s money when he receives their de- 
posits and puts them to profitable use. He cares for other people’s 
money when he sells bills on distant points, thus practically caring 
for his customer’s money in transit. He cares for his customer’s 
money when he supplies the customer with investment securities 
and advises him in regard to the investment of his fortune. It is 
in connection with this last function of the banker that the neces- 
sity for underwriting arises. 

In the first place, it is necessary for you to realize why railroad 
companies or other corporations in need of money find it advi- 
sable, and indeed find it necessary, to deal with bankers for the 
purpose of disposing of their securities. In dealing with bankers 
they are enabled at once to sell the total amount of securities that 
they wish to place, and are assured at once of the money that they 
require for the prosecution of their business. If, instead of dis- 
posing of their securities at wholesale, as it were, they were to 
retail them to investors and brokers, they would run all the risk 
of changes in the money market and intervening panics, which 
might leave them to weather trying financial times only partly 
financed. There is the further consideration that investors would 
be slow to purchase securities on the strength only of the borrow- 
ing corporation’s representation. The borrowing corporation, of 
course, is an interested party. When it sells to a banker, the 
banker investigates every phase of the situation, and, being an 
expert in the matter, bonds or shares, when placed before the 
public by him, come to the public with the recommendation of an 
expert and with the assurance that all questions affecting either 
the validity or the security of the investment have been thoroughly 
looked into and approved. In ordinary circumstances it might be 
unnecessary to say anything in explanation of the advisability or 
necessity of the corporation dealing with the banker as the whole- 
sale dealer in securities. But there has been so much unbalanced 
talk on the question of the relations between corporations and 
bankers as to lead an uninformed person to imagine that honestly 
managed corporations should deal direct with the investing public, 
and that the presence of the banker is unnecessary and results 
from corrupt relations between the banker and the officers of the 
corporations. When a corporation wishes to dispose of bonds or 
stocks, it tells its banker the nature of the security it wishes to 
create and the price it hopes to obtain therefor. It then receives 
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from the banker such suggestions as the banker may wish to make, 
for the purpose of improving either the security or marketability 
of the investment, and, as a result of the consultation between cor- 
poration and banker, they agree upon a form of security adapted 
to the market and to the conditions under which it is to be placed. 
In the matter of the railroad corporations, these requirements 
have become almost classic; in regard to industrial corporations, 
there is room for much ingenuity and originality, inasmuch as this 
kind of investment is still new in this country, and also because the 
greater diversity of commercial enterprises makes the require- 
ments of different companies vary one from another. 

The English investing public has long been familiar with 
investments in industrial securities, and if you will look at the 
London financial papers, the Economist or the Statist, you will 
see on almost every page the reports of annual meetings of indus- 
trial corporations. The securities of restaurant companies, soap 
manufacturers, hotel companies, etc., etc., are held by the public 
generally, and the public has learned the lesson that in purchasing 
the shares of such companies they become partners in the enter- 
prise, and, like other partners, may expect larger returns on their 
investments in good times and the possible total cessation of divi- 
dends during periods of depression. With us we are prone to 
expect that all shares having once begun the payment of dividends 
at a certain rate shall continue payments at such rates. 

In the creation of bonds and debentures—debenture bonds be- 
ing unsecured bonds or obligations—of industrial corporations, it 
is often inadvisable for the corporation to mortgage or give any 
lien upon its property or assets, as this may interfere with the line 
of ordinary commercial credit that such corporation may be in the 
habit of receiving from its bank at certain seasons of the year. 
In most commercial undertakings there are recurring seasons of 
the year when a company lays in its stock of raw material. At 
this time it requires more cash than at another time of its fiscal 
year. When this raw material has been worked up into the 
finished product and the selling season sets in, cash begins to flow 
back to the corporation, and out of this cash the bank loans pre- 
viously contracted are liquidated. It may not be economical for 
such a corporation, which may require additional cash during 
perhaps three months of the year, to have permanently on hand all 
the cash needed for its maximum requirements; but, on the other 
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hand, it will sometimes be impossible for a corporation to get this 
temporary but constantly recurring accommodation from banks 
if a mortgage of any kind is placed on its general or quick assets, 
inasmuch as such mortgage or loan would take precedence of un- 
secured bank loans. 

The deeds of trust covering commercial or industrial deben- 
tures therefore frequently stipulate that no mortgage of any kind 
shall be placed upon the property without protecting by such mort- 
gage as well the debenture bonds of the issue in question. By 
means of suggestions of this nature the banker does what he can 
to add to the stability and security of the bonds or shares that the 
companies wish from time to time to put out, and stands as gen- 
eral adviser of the community in regard to the nature and security 
of the investments. 

No banker, however, no matter how large his capital, wishes 
to purchase 20 or 30 or 50 million dollars of bonds at his own sole 
risk, no matter how good these bonds may be. The business com- 
munity is constantly liable to run into conditions which may make 
it impossible, for the time being, to market securities, besides 
which every banker has interests in many directions, all of which 
make more or less constant calls upon him, which he must be pre- 
pared to meet. When, therefore, a banker buys securities with the 
intention of offering them to the public, he desires insurance 
against the contingency of the public failing to buy these securi- 
ties when offered, and the insurance that the banker thus pur- 
chases is the form of bank underwriting which is to be the sub- 
ject of this talk. Originally this insurance took the form of an 
obligation on the part of the underwriter to apply on the public 
issue for such proportion of the securities offered as the banker 
might require him to apply for within a certain limit; that is to 
say, assume the banker to have purchased $25,000,000 securities 
that he purposes to offer to the public, he may secure underwriters 
to the extent of $20,000,000 of the issue, assuming the risk on the 
remaining $5,000,000 himself. Each underwriter agrees with him 
to the extent to which he becomes an underwriter, say, for illus- 
tration, $100,000, to apply upon the public issue, for $100,000 
bonds or for such proportion thereof as the banker may indicate, 
and he will receive from the banker as an underwriting commis- 
sion from 2% to 5 per cent. on the amount of his maximum obli- 
gation, that is to say, he will receive from the banker in any event 
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$5,000, and he will have to buy from the banker on the public 
issue such proportion as the banker may indicate to him, being 
his pro rata of the bonds not subscribed for by the investing 
public. 

The banker thus limits his risk on the public issue, and the 
underwriter, if the issue is a success, earns the underwriting com- 
mission without being compelled to put up any money or to buy 
any of the securities. This was the original form that underwrit- 
ings took. Very frequently, however, a considerable period must 
elapse between the time when the banker takes the securities from 
the corporation and the moment that he may deem opportune for 
offering them to the public; in such case it is usual, instead of 
securing underwriters, strictly so called, to form a syndicate for 
the purpose of purchasing the bonds or shares and for having 
such securities in due time offered to the public for account of the 
syndicate. In essence it is the same as an underwriting agree- 
ment, except that the so-called underwriters expect to be called 
upon for the money necessary to finance the enterprise and to have 
this money returned to them after a successful issue of the securi- 
ties by the banker. Of course, whatever securities remain unsold 
on the public issue the syndicate subscribers retain. Strictly 
speaking, this is not an underwriting. But the term “under- 
writing” has come to be so loosely applied that it is now used not 
only to designate underwriting, strictly so called, but also a syndi- 
cate formed for the purchase of securities with a view of their 
offer to the public, and often at times to describe a syndicate 
formed purely for the purpose of purchasing securities, where 
every subscriber retains as his own property his proportion of the 
securities thus purchased. To illustrate the importance to a cor- 
poration of underwriting of this kind, I cite the following case: 
I think that one of the best examples of the value of underwriting, 
illustrating the importance and usefulness of the intervention of 
bankers, occurred in March, 1903, when the Pennsylvania Rail- 
road Company authorized an increase in its stock from $251,000,- 
000 to $400,000,000, “to be made from time to time in the dis- 
cretion of the Directors, provisions thus being made for the re- 
quirements of the company over a considerable period.” When 
the issue was first announced in January the Pennsylvania shares 
sold at about 157; in March, when the proposition was favorably 
acted upon, the shares sold at 143; in April of that year $75,000,- 
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ooo of the new stock was formally offered to the shareholders at 
120. It was not at the time thought essential or desirable by the 
officials of the Pennsylvania Railroad Company to secure an 
underwriting syndicate. By reason, however, of the uncertainty in 
the financial world and repeated decline in prices, the Pennsyl- 
vania shares sympathized with those of other securities, and in 
May the price declined to 125. Naturally there was considerable 
apprehension and nervousness on the part of the officers of the 
company, since in case of further decline the new stock, which was 
under offer to shareholders, might not be taken. The company 
had recourse to banking firms, who stood ready to guarantee the 
entire amount of such stock not subscribed for by the share- 
holders at the price of 120, for a commission of two and one-half 
per cent. on the entire issue. The mere announcement of this fact 
gave strength to the securities, and practically all of the share- 
holders subscribed their pro rata at the price of 120. (In the 
month of November of that year Pennsylvania shares sold around 
111.) It will thus be seen that the services which the bankers 
performed with the aid of their associates were of great value. 
The mere fact that a group of bankers in high standing were pre- 
pared to support the market and take such amount of securities as 
were not taken by the shareholders gave confidence to the investor 
and to the entire financial community. 

I have pointed out the responsibility assumed by the managers 
of an underwriting syndicate, and explained that the general 
preparation of the work, that is, the many details to be “followed 
in preparing the securities for issue, and making the most 
accurate and authoritative statements possible concerning them, 
are worked out by methods that capable men, trained in such 
work, have learned to follow faithfully and wisely. On these 
persons depends the practical execution of the work, but the 
principle underlying it all is to accomplish the work by means of 
the following simple steps: 

First, to secure and accept, as worthy of the work he and his 
associates are prepared.to expend upon it, a portion of the prop- 
erty, or valuable right, that is fully worthy to be the basis of the 
issue of securities this property is intended to secure. 

Second, so to simplify and define what should be accomplished 
by means of this property that the financial result to be expected 
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can be understood as clearly as possible, and prepare suitable 
written instruments to represent this right. 

Third, to invite suitable association to form a syndicate. 

Fourth, to bring the securities in suitable amounts to the 
attention of a sufficiently large number of investors who desire 
securities of that class, and to complete the whole transaction in 
a way that will be mutually beneficial to all who shall have 
participated. : 

Even bankers are not in every case altruistic. They have at 
times a human ambition to earn an honest return for their labor 
and capital. Let us see what advantage a banker would derive 
by forming an underwriting syndicate for a block of bonds which 
he could purchase and probably sell within a reasonable time by 
means of his own capital, and in this way retain for himself the 
profit that would be divided among the various members of an 
underwriting syndicate. We can note the following advantages: 

He receives the benefit of the judgment of those who join his 
syndicate, who confirm his belief that the security is safe and 
promises to be profitable, and to be the kind of security the pub- 
lic, or at least the customers of the various bankers who form 
the syndicate, are ready to buy at the price at which it will be 
offered. 

It is a way of bringing the security to the attention of a large 
number of investors, because the personal influence of all who 
participate in the underwriting is intelligently and fully exerted 
in favor of the security. This, of course, makes the security 
known and its quality appreciated, and the more interest the 
public takes in the transaction, the more fully public attention 
becomes fixed upon the securities. 

This would not be of moment in some transactions, but, when 
the issue of securities is large, it is an advantage that information 
about it should be accurate and sufficiently complete to enable 
all who influence the market to think of it favorably as it deserves. 
There are so many material facts and intellectual ideas pressing 
upon our attention every day that the business man is rather rare 
who is entirely independent of all means of encouraging public 
attention to his work. 

I think that you will appreciate now that the main intention is 
to bring securities to the attention of the investors who wish 
them; that is, to market the securities in a favorable way (or 
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furnish the supply to the men who fill the demand), rather than 
transfer the risk from the shoulders of the banker who first takes 
up the business of those of a few others who associate themselves 
with him. It is not the transference of risk and opportunity 
for profit, so much as a distribution of securities to those who 
need them. 

There are cases when underwriting does not contemplate a 
general offering of securities at all, but merely a notice to the 
public that certain securities will be sold at a certain price, at 
which certain classes of security holders may subscribe for 
securities of the new issue. For instance, the holders of maturing 
bonds are often permitted to buy new refunding bonds issued to 
provide funds to pay off the maturing issue. In this case under- 
writers agree to take the balance of the refunding bonds not sub- 
scribed for by the holders, or stockholders may be permitted to 
subscribe for bonds or for an addition to the stock in propor- 
tion to their holding of old stock, with the same provision for 
underwriters to take the balance not applied for. 

Then there are instances where the market for a new issue is 
expected to come mainly from the holders of various securities, 
who prefer to buy the new issue as a means of protecting their 
former holdings. This happens in the case of reorganization, for 
example, where the bondholders’ committee, acting for a large 
number of scattered bondholders, may purchase securities, carry- 
ing rights in the property superior to those represented by the 
bondholders’ committee. 

Further, there are instances where an active agitation by 
interests competing for certain property or property rights, so 
thoroughly advertises the value of securities based upon it that 
they are sure to be eagerly sought for in that locality. For 
example, if there has been an active newspaper discussion ,or 
litigation in the courts, over the status of a franchise, and it has 
been long and conspicuously represented to be of great value, it 
would be taken for granted that a very large market for the 
securities would develop in that locality, especially if it should be 
a financial center, and, while underwriting might be sought from 
other localities, it would be expected that such participants would 
play a passive part during original public subscription. 

I have outlined a casual view of this subject from the stand- 
point of the benefit to investors, of what has often 
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proved to be an excellent method of distributing securities. Now 
I suggest that the relations between the underwriters themselves 
are beneficial, especially between those underwriters who act as 
agents of the syndicate, selling on joint account, each for the 
benefit of the whole syndicate. While we have various com- 
mercial bodies in all of our cities, composed of men following 
similar pursuits, and find a high degree of fraternal relationship 
existing among the members, still, in nearly all occupations where 
ordinary commodities are dealt in, the principle of competition 
is always in force. Men combine for common interests, in in- 
fluencing the railroads, for instance; but in the case of the bank- 
ers selling on joint account, their relationships between each other 
are not those of competitors. The various firms are partners as 
far as that security is concerned, and the relation offers agree- 
able relaxation from the reserved attitude usual between com- 
petitors. It gives opportunity to afford courtesies, to recognize 
obligations or benefits previously experienced, and often develops 
from the underwriting agreement and joint selling, in a very 
natural way, a community of interest or strong confidence in, 
and ability to understand one another. The readiness to stand 
by one another at times when the commerce of the country needs 
all the aid that can be afforded by all who command capital, is of 
great practical benefit. J do not mean to talk as if private bank- 
ers were the guardians of the public purse. You know too much 
of our banking system to suppose that ; but in their fields they are, 
in the aggregate, very important, and you of course realize that 
all of their acts are voluntary, so that while their relations with 
their customers are quite different from those of the depositing 
public or the borrowing public with the National Banks or Trust 
Companies, yet their action in the one detail of bringing out 
issues or declining them, is frequently of large import, and the 
practice of strong banking houses, co-operating in important 
action, should be encouraged for the sake of the better confidence 
it creates. 

I wish now to refer to the conditions surrounding syndicate 
agreement concerning which the public and students are prob- 
ably not informed. 

The manner in which underwritings or syndicates of this 
kind are usually managed is as follows: the banker having, or 
being about to contract, for the purchase of securities satisfactory 


329 








The Journal of Accountancy. 


to him, sends a letter to the banking houses and other persons 
usually associated with him in enterprises of that kind, stating 
briefly the nature of the securities that he purposes to purchase, 
and either inquires to what extent the party addressed desires 
to be interested in the underwriting or syndicate, or else informs 
the party that he has reserved for him an interest in the under- 
writing or syndicate, and asking to be informed whether or not 
such interest is accepted. 

Upon the acceptance and allotment of such interests, a formal 
agreement is sent to the underwriters or syndicate members, 
which are signed by them and returned to the banker. This 
agreement briefly describes the security purchased, and ordinarily 
provides that no subscriber is liable for more than the amount 
of his subscription; that the different parties are not to be con- 
sidered as partners ; that the syndicate manager is to use his best 
endeavors to market the security and is not liable in case of any 
errors of judgment; and such other provisions as prudence and 
good judgment dictate, including the time at which the syndi- 
cate shall be dissolved; and sometimes the agreement contains a 
provision for an extension of the time at the discretion of the 
syndicate manager. 

If I have in any way thrown any light on this rather involved 
subject, and if I have more clearly demonstrated the value and 
services rendered by underwriting syndicates to the financial com- 
munity, I sincerely trust that this address may prove of some 
interest and practical use. 























The Management of Labor. 
By Joun R. MAcNEILLE. 


The place of the entrepreneur or undertaker, the captain of 
industry, is a most important one in modern production. His 
is the work that brings capital and labor together to produce 
goods. Little or no production takes place to-day without his 
hand being seen in the process. He may be capitalist and 
laborer as well, but his work of bringing the two most important 
factors where each may work with the other is entirely separate 
from the function of either capital or labor. 

The problems which the undertaker has to face are the real 
industrial problems which the economist likes to talk about, and 
the lawmaker to legislate for. He, however, must solve them 
at least so far as his own mill or factory is concerned. His in- 
dustry must go on and the factors of production must work in 
harmony, or he not only receives no reward, but he goes to the 
wall and becomes what the economist or the sociologist calls 
‘one of the costs of progress.’ A solution of these problems for 
one undertaker may be no solution at all for another. He does 
not seek a remedy for all the ills of the industrial system, but 
he seeks a working rule. He seeks or makes conditions under 
which the production of his particular commodity may take place. 

His problem or series of problems on the side of capital are 
comparatively simple, and are for the most part comprehended 
in these questions :—The rate of interest, the security of capital, 
its depreciation, protection, and replacement. These problems do 
not concern us now, but rather the problems connected with 
the other prime factor, namely, labor, which we shall discuss. 

In this discussion we shall take up the following points :-— 
First, the men to be hired; second, the wages to be paid, which 
will include the amount as well as the method of payment; 
third, the organization of labor in the shops; fourth, the general 
treatment of men and labor unions; fifth, discipline; sixth, so- 
cial and philanthropic schemes for the betterment of labor. These 
are simply the problems which every manufacturer deals with 
daily in what he calls the management of labor. His success in 
a very large measure depends upon the efficiency of his manage- 
ment of this department of production. 
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The employers, naturally, in these times are in the minority, 
while the great majority of producers work for others. The em- 
ployer is an employer because there is more money in it for 
him than there is in working for another. This, of course, is 
saying that he can make something out of the labor of others 
and still see to it that they are no worse off than they would 
be were he merely a worker. If you please to apply Karl 
Marx’s term to it, it makes no difference in the facts. The 
modern employer exploits his fellow men and makes a profit for 
himself by giving them an opportunity to labor and by seeing 
to it that they labor to the greatest advantage. If he can so 
manage his labor that there is no waste of time, material, skill 
or mechanical power, he has gone a long way toward proving 
himself the most successful manufacturer. Should he neglect 
any or all of these wastes in his labor management, he must be 
most fortunately situated if he can succeed at all. 

In the first place then, what kind of men shall he hire? 
Stated in that form the question is most easily answered. How- 
ever, this is not the real question for him. Very shortly he is 
asking himself: “Who are the men I am permitted to hire? 
How must I conduct my business in order that the kind of men 
I want or must have will work for me at all?” It might be 
supposed that labor for almost any purpose may be hired in any 
quantity. This is not true, for certain classes of men will not 
work except under certain conditions of which their Union 
must first approve. When the Union conditions are met the 
employer finds that the most efficient, peaceable men, capable of 
being interested in their work, are already employed, and for the 
present he must hire such as he can get, trusting that he may 
be able to offer such inducements as will bring him the most 
desirable class of workers. The alternative is to keep an open 
shop and hire non-union men entirely, or, if possible, both union 
and non-union men. We will take this up later when we dis- 
cuss the organization of labor in the shop. The question of how 
much the employer will pay in wages, we will discuss merely from 
the practical standpoint of the manager and not at all from the 
position of the economist who has a theory of wages. What shall 
be the attitude of the employer of labor who wishes to make his 
mill pay dividends or profits? Shall he pay what the man is worth 
to him, shall be insist on paying the least possible wages, or shall 
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he pay what labor unions, competition or the laws compel him to 
pay? Labor organizations may prevail upon the legislature to per- 
mit only licensed engineers to run a steam engine, and they may 
have practically all of the licensed engineers in the unions. Here 
is a practical monopoly of the kind of labor he must have, and he 
has no option as to the wages paid. Heretofore an ordinary 
oiler looked after the engine at a much smaller wage. The li- 
censed engineer does the work no better, that is, he adds noth- 
ing to the product, but the labor cost is increased. It is some- 
what against the rules of the game for the employer to pay 
what a man is worth to him, for his profits may depend upon 
getting him to accept less. He cannot pay him just what that 
individual is willing personally to accept, for the union demands 
a minimum wage. The wage then which an employer pays is 
controlled largely by exterior conditions, and his attitude to- 
ward the question is of little account. He pays what he is 
obliged to pay. How much the employee earns for the em- 
ployer above the wages paid will depend upon his skill and 
ability in the management of the mill or factory. 

In the payment of men there are two competing plans. 
Either all the men are about on a level as to wages and each 
one his own boss, or there are a few highly paid bosses and 
the rest cheap men. The question resolves itself into this, Under 
which scheme can the employer get the most work done for the 
least money? This is a matter for experiment, for it depends 
largely upon the character of the men hired. If foremen can 
be had who will drive out of a lot of cheap men as much as 
can be expected regardless of their intentions, attitude or wishes, 
he can afford to pay very high wages to the foremen and still 
get a large profit. 

The question of methods of wage payment is largely distinct 
from the amount of wage paid, but not wholly so, for the 
amount of wages will vary as the method varies. The under- 
lying principle in the variation of method of wage payment is 
this: The employer is experimenting in order to find out how 
he can get the largest possible product with the least wage cost, 
and with the incidental object of making the workman the 
best possible member of the working community. 

To what extent shall the employer be governed by the real 
interest of the workman? The answer to this question de- 


333 





The Journal of Accountancy. 


pends upon the feeling of the employer. In so far as he gives 
higher wages than he is compelled to, he is a philanthropist. 
As an undertaker, he must say that whether the wages paid 
will insure a comfortable living or not is a matter of indiffer- 
ence. The employee may work or not as he pleases. 

Which system of payment an employer will finally use de- 
pends upon the nature of the company, the character of the 
men employed, and the ability of the management which oper- 
ates the system. 

The main objection to the piece work system is that much 
of the advantage is apt to go to the laborer, while the 
systems of operation do not vary. The only advantage to 
the employer is that the fixed charges are divided between a 
larger number of units, and the cost per piece of the finished 
product is not so great. The man who was getting two dollars 
and a half per day is now making perhaps six dollars per day 
under the piece work system. The employer is getting nothing 
from the system which allows the employee such an increased 
wage. The employer becomes dissatisfied and adjusts the piece 
work price by cutting the rate one-third. The men resist and 
there may be a serious strike. The argument is that if the 
employer could afford to pay so much per unit at the start, he 
can continue to do so. 

The difference between the day wage and the piece wage 
systems is that in the day system a man is paid so much per 
day for what he does, and we must trust to the foreman to get 
the most out of him, but in any event he is paid. In the piece 
work system the man is paid at a fixed rate for just what he 
does. 

In the premium system, the employer agrees to pay a mini- 
mum wage if a certain amount of work is done. If there is a 
larger amount of work done, it is paid for at a fixed rate per 
piece, which is always less than the price per unit under the 
piece work system. If a man turns out ten pieces, he is sure of 
ten dollars, but if he turns out fifteen pieces, he gets not fifteen 
dollars but twelve dollars and a half. In this scheme both the 
worker and the employer profit by the increased production. 

In the profit sharing system, the employer begins by issuing 
a circular to his employees, telling them that it is to the in- 
terest of the company to have good, faithful men who will do 
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their best for the company, and, in order to induce the men to be 
loyal and industrious, the company proposes to divide all profits 
over a certain reserve with them. It is here shown that the 
harder the men work and the more economical they are, the 
more there will be to divide. Many of the men on reading the 
circular will honestly make the attempt to co-operate with the 
management and will become much more efficient and produc- 
tive. Another part of the men in an attempt to get something 
for nothing will, without any extra effort on their own part, 
fully expect to share in a profit. At the end of the year, because 
of this lack of effort or by reason of bad management of the 
business, there may be nothing to divide. The men will at 
once accuse the company of not keeping faith with them. In- 
ducements to harder work have been held out, while nothing has 
been realized. Forgetting that perhaps they have not done their 
part, they distrust the honesty of the motives of the company. 

Clearly outside the questions of wage payment comes the 
social and economic welfare of the wage earners. In some 
cases this is a very important part of labor management, and 
in others it may be and perhaps would be better if neglected 
altogether. The activity of employers along this line varies all 
the way from the severe let alone policy to almost pure pater- 
nalism. One employer says that no philanthropic scheme pays 
except perhaps a sinking fund for the burial of needy, deceased 
employees; while another assures us that it pays to care for 
every want of the employee, both of existence and culture. 

In the first place, shall the employer take any account of 
what it costs to live, and endeavor regardless of the condition 
of the labor market to pay a so-called living wage? We have 
seen that the employer’s answer is no, and the philanthropist’s 
answer is yes. 

Shall the employer establish reading rooms, free lectures, 
lunch counters, clean locker rooms, wash basins, bath tubs, 
toilet rooms, and the many other conveniences and comforts 
which many employers now provide? No general answer may 
be made to a question of this kind. We must say it depends 
upon local conditions. 

In the first place, if the size of the shop, the extent of busi- 
ness and number of employees warrant the keeping a janitor 
whose sole business it is to look after such rooms, keeping them 
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clean and neat, then it may be good policy. But if the care of 
these rooms must be left to the men themselves, it will prob- 
ably be found that after a short time the rooms and appliances 
are almost unfit for use. It would be much better to have 
nothing of the kind than to have a general air of disorder and 
uncleanness about them. 

But if they can be kept in order, how far is it good policy 
to go into these things? The intelligence and adaptability of 
the employees will furnish the answer. There is an independ- 
ence about an American workman which leads him to want to 
furnish all that sort of thing for himself. He will say that if 
the company would divide the cost of these conveniences among 
the workmen, they will subscribe to magazines and furnish 
bathing facilities for themselves. He does not wish in any sense 
to be an object of charity. However, if he could be made to 
feel that he is paying for it and especially if he can be induced 
to take the initiative in establishing the system, it will probably 
pay in the long run, even though the men pay but a small part 
of the cost. American laborers, who are much more intelligent 
than foreigners, appreciate this sort of thing much more, and 
hence, if it will pay at all, it will pay where this class must be 
dealt with. 

There is no possible question that environment has an im- 
mense influence upon workmen. If his working place is well 
lighted and clean and he is satisfied with the social and ma- 
terial surroundings, he is inspired to brace up. He becomes 
cheerful, interested and ambitious. These are the very elements 
which make him more efficient and more valuable. The experi- 
ment has been tried a thousand times with the almost invariable 
result of increased production or decreased cost, or both. Put 
it in a nutshell, it is this, a man will work better with a new, 
clean desk than with an old, slovenly one. 

We must not forget that the criterion of the employer al- 
ways is, “Does it pay?” The simple truth is that in all these 
arrangements for the welfare of the workmen the employer is 
actuated by exactly the same motive which induces the teamster 
to keep his horses in good condition: to make them work better. 

The main element after all in the successful management of 
labor is in its organization. The economist would say that this 
is the problem of so coordinating capital and labor that each 
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shall have reached its maximum efficiency. The employer him- 
self states the question in this way: A certain employer has a 
plant so arranged that a cheap man can turn out just about the 
same product that a good man could, but the local conditions 
force him to hire the expensive man. Now, if this employer 
can so arrange the work that the expensive man can show the 
difference between his work and that of the cheap man, the 
employer is willing and glad to pay him the extra wage. This 
is a case of high wages and low labor cost. If the employer 
cannot arrange the work so that the product will increase with 
the increased intelligence or skill of the worker and yet the 
Union or local condition forces the employer to hire the ex- 
pensive man, he must either get rid of these conditions or go 
out of business. 

Here is an actual case which will illustrate the point :—In 
a large plant the labor organization has demanded three shifts 
of eight hours each, instead of two of twelve hours. Now the 
problem is to determine whether the mill can be so reorganized 
that the labor organization can be satisfied and the product be 
the same in quality and the operating expenses not increased. 
Whether this can be done nobody knows. The nature of the 
process will determine to what extent three good men working 
hard for eight hours each can do more work than is now done by 
two men working fairly well for twelve hours each. One would 
naturally suppose that the shorter the time of the man’s effort, 
the more alert, energetic and efficient he would be, and that, 
therefore, under the new conditions one could get greater re- 
sults per unit of time than under present conditions. This is 
the question to be decided. In many cases this will not be true. 
One must carefully inspect the plant and determine what can be 
done. 

Suppose there are several occupations which differ very 
greatly. The first may be that of a millwright who repairs 
shafting and gears and slings up pulleys. Now, suppose we 
have three shifts of eight hours instead of two of twelve. Can 
we still get along with the one machinist? Would he take care 
of his part of the plant, even though it was running more hours 
per week? If so, something can be saved to be applied on other 
positions where the cost would be increased. 
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Suppose we find a man working on a fast running machine 
who says it is too much work to run it for twelve hours, and 
the demand is to put three men on that machine for eight hours 
each. Here is a direct added expense, if the product be the 
same. It may be that the expense is partly offset by what was 
saved on the millwright job, and by increased production. 

There is in the mill a certain amount of unproductive labor 
which will not be increased. If the output on the productive 
machine is larger, the cost of unproductive labor per unit is 
less, which offsets the cost per unit of the productive labor. 

The extent to which, by reorganization, by skill in manage- 
ment and by methods of wage remuneration, the employer may 
meet the demands of labor for higher wages or shorter hours 
and still keep down his labor cost, consistent with the selling 
price of his finished product, is always doubtful. His past and 
present condition varies greatly with the tact of the manager. 
An employer goes into the office and says to a man, “I want 
you to get up these statements for me.” The man says, “Well, 
that will take another clerk, Mr. —————.” The employer can 
not bluntly question the man’s word, and it is surprising how 
often even a suggestion of exception arouses antagonism. But 
if he were to say, “Let us see whether, by introducing better 
methods, we cannot do all the work we are now doing, and more 
still with the same people,” he might accomplish a great deal. 

The same thing is true of labor generally. A demand is 
made by the Union, and instead of antagonizing them the em- 
ployer explains that, if possible, he will rearrange and reorgan- 
ize, so that the demand may be complied with and still a con- 
sistent profit be made. If the men say in effect, “We care 
nothing for your profits or conditions, that is none of our af- 
fairs,” there is but one way to treat them. But if, on the other 
hand, they say, “ We will bear our share, and see if we can, by 
combining our efforts with yours, get what we want without 
reducing your profit,” it is a very different proposition. When 
a man comes to me and asks for an increase in salary, it is my 
business to give him a chance to earn the increase by increased 
work, and generally we are both satisfied. 

In a certain mill not long ago, the equipment was so im- 
proved that one man could easily do work which before required 
two men. One man was laid off, and the other, without even 
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attempting to do the work, put on his coat and went home. 
The result was that in about two days the whole plant was shut 
down because of a strike. The difficulty in this case was partly 
a lack of tact and policy on the part of the manager and 
partly the wrong attitude of the Union. 

If the employer can make it certain that the moment a man 
neglects his work, shirks or quits the job, he is going to be 
spotted, he has gone a long way toward making the most out 
of his labor, for men will soon see that the eye of the master is 
upon them and they will conclude that it pays to do good work. 
A man running a machine sometimes does not seem to care 
whether the machine wears out or not. If he does not keep it 
oiled a new machine will soon be necessary. If the manage- 
ment does not detect such carelessness, the maximum service 
of the man is not rendered and a certain amount of productive 
wear of the machine is lost. The management must be automatic 
enough to spot such a man instantly. If an oiler is using a 
gallon of oil where he should use only two quarts, the manage- 
ment must at once know that fact, show him his mistake, and 
see to it that he does actually adjust himself to the new order. 
The management must be able to tell men what to do, how to 
do it, and then to see that the work is done as ordered. 

An employer can no longer refuse to recognize that labor 
organizations are playing a very large part in industry and that 
this part is constantly increasing in importance. A successful 
manager of labor will reckon upon this factor as upon all others. 
This does not mean that every demand made by a labor union 
must be conceded, but it means that if he does not take account 
of the possibility of friction, he will sooner or later come to 
grief. The cordial feeling between employer and employee, 
which used to exist, has given place to mutual suspicion and on 
the part of the men jealousy and envy. The increase in the 
size of the business has separated the employer and his work- 
men and a class consciousness has grown up. This is fostered 
by the unions, while the employer is unable, even if he were 
willing, to overcome it. He cannot know all the men by name. 
It is impossible for him to know their circumstances, family 
history and ambitions and to talk with them as formerly. 

The workman to-day often obeys a foreman with reluctance 
and attempts to take orders only from a union officer or the 
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shop committee. How far all this is due to false ideas imbibed 
from labor leaders and agitators, how far it is due to inevitable 
conditions and to what extent the men have just and reasonable 
grievances, is the business of the management to discover. It 
is his function to remove as far as possible all cause of friction. 

The manager must recognize that it is possible for him to 
be mistaken. The walking delegate is not always a meddlesome 
mischief-maker. Sometimes and perhaps generally he and his 
union are working for a just and reasonable principle. The unions 
for the most part are struggling to make life easier for the mem- 
bers. If, by care and thought on the part of the management, 
this can be accomplished and the profits remain the same, what 
reason can an intelligent manager give for not doing it? He 
is not at liberty to say, “This is November and there is no 
danger of a strike.” The men may, by the rigors of winter, be 
forced to accept unjust conditions, but the summer is coming 
when a persistence of the conditions will bring on the strike. 
The seasons, however, make little difference in the necessities 
of the mill or factory, and the employer may be injured as much 
by a strike in May as by a strike in November. 

It should be the constant effort on the part of the manager 
to engender the belief that it pays to be loyal and to do good 
work. The men ought not to feel that the selfishness of the 
employer is the dominating factor. Under such conditions, it 
is impossible to get the maximum effort. If it is a belief only 
and not a reality, the effect is the same, and this psychological 
principle is used to the utmost advantage by many large 
companies. For example, if a gate-tender on a railroad is made 
to believe that it is for his interest to keep his shanty clean and 
tidy, to embellish the grounds with grass and flowers, to be 
polite to passing teamsters, to be thorough, careful and regu- 
lar, the company will get the benefit, even though this man gets 
no higher wages than one whose shanty is dirty, who does his 
work carelessly, and who spends much of his time chaffing with 
the track hands and yet just escapes being dismissed. Of course, 
if all the employees are careful and thoughtful of the interests 
of the employer, the time soon comes when, because of greater 
efficiency, higher wages can be paid. The point is simply this, 
if more wealth can be produced by the same labor and capital 
as before, there is more to be distributed to both labor and 
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capital. If the management can maintain this fiction for a time, 
the greater efficiency will furnish the means to make the benefit 
a reality. 

It is a great mistake to allow the men in the shop to get 
the idea that the superintendent is unwilling to listen to griev- 
ances and to redress them when possible. Not alone for the 
sake of the men, but for the interest of the business, the man- 
ager should be easy of approach through proper channels, and 
when the committee appears he should treat them with frank- 
ness and even cordiality, for it is more his interest to have har- 
mony and good will in the shop as it is theirs. It comes again 
to the same conclusion, satisfied men will produce more than 
dissatisfied men, and the increased product without increased 
cost is the consummation of good management. 

It will not pay to deceive the men in regard to the ability 
or inclination of the company to meet their demands, for if 
they find they have been misled by false statements, the em- 
ployer has lost his hold and influence with them which he will 
find it most difficult to recover. If the men have learned to 
trust the management they are often willing to listen to reason, 
and when they are told that because of the conditions their de- 
mands are unreasonable and cannot be complied with, they are 
likely to accept the statement and trouble is averted. Under 
these conditions the manager is in a position to speak firmly 
without temporizing and he gains his point. 

However, too much encouragement in the matter of seeking 
redress of grievances is just as bad policy as too little. Work- 
men are naturally suspicious and it is difficult for them to be- 
lieve that the employer is treating them with absolute fairness. 
Moreover, they do not always appreciate such an attitude or 
what is actually being granted them. They are apt to arrogate 
to themselves as much credit as possible for concessions made. 
Gratitude toward employers is not one of the common virtues 
of workingmen. They like to emphasize the fact that they 
wanted something, asked for it and got it regardless of whether 
it was a good thing for the employer to grant it or of whether 
he would have given it to them in any event. They have ob- 
tained something by means of their organization and demands. 
Therefore, if they are encouraged to be too free with their re- 
quests, their demands will become so numerous and unreason- 
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able that the employer will find himself in a position where a 
breach is inevitable. Employees must not be allowed to think 
they are running the business. They must not be allowed to 
have an unreal, self-opinionated estimation of their strength and 
importance. If they get into this state they will go too far, 
they will prevent the employer from being able to employ. How 
far the laboring men, as such, know what is their best interest, 
and how far they themselves and their leaders are kept within 
reasonable bounds in their demands, is determined to a large 
extent by the attitude of the employing company. The laboring 
people have strength, that cannot be denied, they have suffered 
and will suffer extreme privations in order to harm the em- 
ployer, and when they realize their power they may use it in a 
way which prevents the continuance of a labor market in that 
place. 

Workingmen, as others, and especially, perhaps, union 
leaders, differ amongst themselves in temperament, sympathy 
and intelligence. Therefore, the wise manager will study the 
individuality of the men with whom he must deal. Some he 
can threaten, some he can cajole; some he can reason with and 
many he cannot. Sometimes the most careful, plain and straight- 
forward statements of the conditions of business or feelings and 
attitude of the company or manager will be entirely lost upon 
the men. Of course, under such conditions, there is no use in 
arguing with them, force may be the only thing they will 
choose to understand. 

lf then, the employer must leave the realm of actual condi- 
tions of facts and figures in the attempt to appeal to reason, 
and use the argument of hunger, privation and hardship of the 
families of the workingmen, he has a most unpleasant duty to 
perform. But if he allows these things to deter him he is sacri- 
ficing the interest which, as stockholder, owner or as salaried 
officer, he is there to defend, for in such a case whatever is 
gained by the employees is lost by the employer. 

Open breaches with employees are always to be avoided if 
possible, for even if the employees are beaten and after much 
hardship and loss they return to work under the old conditions, 
yet the employer has sustained more or less loss, which by tact 
or diplomacy of a little greater wisdom might have been avoided. 

This question of labor troubles leads naturally to a discus- 
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sion of the attitude of the employer toward union men and es- 
pecially union foremen. How far is it advisable to differentiate 
the foreman from the men? As a matter of fact the very high- 
ly paid foremen are not as a rule identified with the union. 
Oftentimes a body of supervising foremen, not affiliated with 
the.unions, makes the employer stronger in his control of the 
union men. Unfortunately he is not always able to choose for 
himself, but he must hire union foremen or none at all. In any 
event the foremen should get orders from the manager of the 
shop and not from union officials. But if the foreman is a 
union man, he is amenable to union discipline; if he is not a 
union man, his allegiance is to the company and is undivided. 
On the whole, it may not be advisable to develop a class of super- 
vising labor separate from the employees and hostile to them. 
If the men look upon the foreman as a “scab” they will obey 
him more reluctantly and constant friction will be the result. 
The manager should be neither for nor against the union. Let 
him keep the shop open and treat union and non-union men alike. 

If the management of men in the shop is going to be suc- 
cessful, there must be some means of enforcing discipline. The 
penalties for infractions of rules which an employer has at his 
command do not make a long list, but they are of a nature to 
be effective: discharge, dishonorable discharge, which may 
easily degenerate into the blacklist, deductions from wages and 
the so-called Brown system of discipline. This latter is a sys- 
tem of credits and discredits. A bad record will retard a man’s 
advancement and finally cause his discharge. 

Almost any system of discipline will prove effective if the 
moment an offense is committed the penalty follows automati- 
cally. Men will break any rule so long as there is a chance that 
it will either not be found out or will be overlooked. A rule 
against proselyting for the union is posted in the shop. A union 
officer caught disobeying the rule during working hours is 
promptly discharged. The practice is at once discontinued. 
The difficulty in enforcing rules is in direct ratio to the number 
and in inverse ratio to their importance. Therefore, a few im- 
portant reasonable rules can be enforced without great difficulty 
if infractions are always reported and never overlooked. Con- 
donation of offenses often may have a very salutary effect upon 
the body of employees and especially upon the individual. To 
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allow a labor union to dictate the hiring or discharging means in 
the long run that the manager has abdicated his authority and 
has put the union in his place. 

The employer who forms judgments, makes decisions and 
creates conditions based on his own experience, ideas and train- 
ing, is apt to be narrow. The more the employer of labor can 
supplement his own experience by the failures and successes of 
others, the greater will be his success in the management of 
labor. He should learn all he can from others, and combining 
this with his own experience make his own policy and adhere 
to it. 





Factory Accounting as Applied to Machine Shops. 
Il. 
By JoHN WHITMORE. 


The organization of a factory and its system of accounts and 
records are so closely allied, are so inseparable, that to talk of one 
is necessarily to talk of the other. It may indeed be said that the 
system of accounts and records is the fabric of any adequate or- 
ganization, the very means by which the factory methods and 
routine are given definite and concrete shape. Whatever in the 
factory methods and routine does not find expression in the ac- 
counts and records is apt to be of the nature of usage imperfectly 
defined and not invariably observed. If this practical identity 
of the factory accounts and the factory organization is borne in 
mind, it will be easy to realize that the factory accounting will not 
consist of separate and independent systems for the several de- 
partments, as a “ storehouse system,” a “ cost department system,” 
and so on, but of one system that must be coextensive with the 
whole of the operations, a system of which all the parts shall be 
carefully related to each other and co-ordinated to a single end. 
In describing such a system, it is necessary to take the features of 
it up one by one, and at the same time it will be found impossible 
to dispose of any one feature without considerable reference to 
others. It may even be that a really exhaustive discussion of any 
one feature of a perfectly developed system would be found to 
have included reference to every other feature of it. Relatively, 
however, to the possibilities of elucidation which exist in con- 
nection with the subject of the interdependence of the departments 
of a manufacturing business, and the consequent interdependence 
of all the parts of any working system applied to it, the present 
discussion must necessarily be rather introductory than 
exhaustive. 

For the purpose of describing a system of factory accounts 
the convenient units are rather the books or other forms or means 
of record, than divisions of the factory or of the operations. And 
the most convenient starting point, as it is necessarily the finishing 
point, is not any one of the factory books or records, but the gen- 
eral ledger of the commercial accounts, because in this general 
ledger the whole of the factory records are synthesized and con- 
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trolled, it may be roughly said, in two accounts, representing 
respectively materials provided for the manufacturing purposes, 
and the manufacturing operations. These accounts may be called 
stores account and manufacturing account, and in connection with 
them it will be convenient to speak of the stock account, to which 
the factory product, credited to the manufacturing account, is 
debited. The manufacturing account is, however, a single account 
ultimately rather than immediately. It is convenient and it is 
even necessary to keep it in the first place in somewhat analyzed 
form by means of a number of subsidiary accounts, which are, 
however, parts of the manufacturing account and are finally closed 
into it. It is not merely convenient, but pertinent, to consider 
here the finished stock account in conjunction with the stores 
account and the manufacturing account, because the three ac- 
counts together furnish continuous control of all stocks, raw, in 
process, and finished, from the time of the purchase of the first to 
the time of the sale of the last. This control is similar to the con- 
trol over cash which is obtained by means of the cash account. 
In the lectures referred to at the beginning of these articles this 
parallel between the purpose and the method of the three accounts 
representing stocks, and the much more familiar cash account, 
was dwelt upon, because it seemed that if the closeness of the 
parallel was seen, the idea of the three accounts must thereafter 
be as familiar as the idea of the cash account, and the parallel was 
illustrated as follows :— 


Genera. Lepcer Account: Cash. Stores. Manufacturing. Finished Stock. 

Sussip1ary Books: ae Stores Cost Ledger. Stock Ledger. 
Book. e. 

Desits: Checks Pure Stores Orders, Stock Debit. 


received. Invoices. etc. Notes. 
Crepits: Checks Stores Stock Debit Merchandise 


paid. Orders. Notes. Orders. 

There is a difference in the case of the manufacturing account, 
indicated by the “et cetera” because that account is not debited 
and credited with goods in the same state, and is consequently 
further debited with all the expense of converting them from one 
state to another. But throughout this process of conversion from 
one state to another the accounting control can be made as con- 
tinuous and effective as that which is exercised in the other cases 
by means of the other accounts. This is obviously not accom- 
plished by merely keeping a manufacturing account and a cost 
ledger, but it is accomplished in the full development of the 
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factory accounting. And in the lectures referred to another dis- 
tinction was noted for the purpose of bringing out what must be 
the central idea in factory organization. The distinction is 
that cash, and stores, and finished stock, are drawn upon as 
requirements outside of themselves arise, and that the depart- 
ment represented by the manufacturing account delivers its 
goods when it is itself ready to do so; which may be 
taken as typical of the fact that because in the final devel- 
opments of the business every requirement is made of the 
producing departments, therefore all the organization is directed 
to giving the producing departments the utmost facilities in all 
their working, and in delivering to them everything they need, 
and in receiving from them when they are ready to deliver. Ob- 
viously then one of the vital purposes to be accomplished in the 
factory organization is to enable the storehouse to supply the 
needs of the producing departments, or shops, without any delay 
that can possibly be guarded against. To this end the engineering 
department, the purchasing department, and the storehouse itself, 
must contribute by the most systematic and co-ordinated working, 
and the accounting instrument by which alone the desired result 
can be accomplished is the stores ledger. It is scarcely necessary 
to add that for the purpose in view the stores ledger is elaborated 
beyond the mere provision for debiting goods received and 
crediting goods issued. Here is a stores ledger form designed to 
include every precaution against delays in filling the shop 
requisitions. (See form on next page.) 

The control of the storehouse is exercised through the engi- 
neering department because the engineering department alone 
possesses all the qualifications for exercising such control wisely 
and to every good result. It possesses the best knowledge of the 
qualities of materials, the best knowledge of the hazards of 
breakdowns and the consequent needs of stocks for repairs, the 
best knowledge of impending or probable changes in the design 
or construction of machines, and the best opportunities to adjust 
designs at times so as to bring into use materials that might 
otherwise become inactive. Taking the ordinary case of a busi- 
ness making and selling standard and special machines, two kinds 
of information are necessary in order that the supplies in a store- 
house shall be kept adjusted to the shop requirements. The first 
relates to the general volume and character of the business, and 
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the second to the actual contracts made by the selling department. 
The first concerns materials of various characters and for various 
purposes. New machine parts which are standard either because 
of a practically invariable character for their particular uses or 
because of special standardization making these parts uniform in 
machines that may otherwise vary, are made more conveniently 
and cheaply in quantities for stock, and if the quantities are care- 
fully judged a minimum cost is obtained with little risk of an 
offsetting loss through any part of such stock becoming inactive. 
Then with a given quantity of the product of the shops sold and 
in use and subject to wear and tear, there will have come into 
existence certain current needs of parts for repair purposes. 
Again there are supplies of standard materials in their first state, 
that is, as they are purchased, each having a certain average con- 
sumption established. For all these classes of storehouse mate- 
rials, and for all ordinary machine shop supplies whether pur- 
chased or manufactured for store, the general conditions of the 
business furnish guidance in the maintenance of stocks, and the 
resulting decisions and instructions are expressed in stock limits, 
the quantities below which the stocks must not fall, and standard 
orders, being the standard quantities to requisition when the stock 
limits are reached, and these stock limits and standard orders are 
fixed by the engineering department, and it is the duty of the 
storehouse to continually scrutinize them in the light of its records 
and to ask for revision in every case where it seems necessary. 
The soundness of the figures of the stock limits and standard 
orders is a matter of very great importance, and it can only be at- 
tained by perfecting the influence of the engineering department 
over the storehouse, and by establishing the closest touch between 
them. In large businesses with a product of complex or varied 
character, and consequently with operations and stocks requiring 
the most careful and systematic control, it is advisable for the 
engineering department to have a card index corresponding to the 
titles of the accounts in the storehouse ledgers and marked with 
the stock limit and standard order figures, so that as the engineer- 
ing department develops new plans, or notes new tendencies in 
the sales contracts, they can, with facility, inform themselves ex- 
actly concerning stocks of materials carried under existing 
instructions and give new instructions without waiting for a 
disparity between stocks and shop needs to become evident in the 
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storehouse. For two reasons especially the highest efficiency of 
the factory organization as it relates to the storehouse department 
is of vital importance. The first is that the economical operation 
of the shops depends for one thing upon the storehouse filling all 
stores orders immediately they are presented. The second is that 
the requisitions it must issue are the basis of large expenditures. 
The stock limits and standard orders, if they are made to express 
the latest knowledge and the most careful judgment of the engi- 
neering department and are continually criticised in the light of 
the experience of actual consumption recorded in the stores 
ledgers, are an important safeguard in relation to both these mat- 
ters. The next precaution is that all storehouse requisitions shall 
go through the engineering department for approval before they 
are effective in the purchasing department, or as a basis for shop 
orders to produce for the storehouse. This gives the control of the 
engineering department over the storehouse the twofold operation 
that efficient control must have, first through the freedom to 
exercise itself at such times and in such places as current condi- 
tions in its judgment call for, and second through a routine that 
brings the things done or proposed to be done, systematically 
under review. The precautions in regard to expenditures under 
storehouse requisitions are not completed by the engineering 
department approval. Well understood responsibilities for expen- 
diture rest upon the purchasing department, which must call 
attention to any commercial conditions on account of which 
requisitions should in its opinion be modified. 

Having provided for the maintenance of stocks in accordance 
with the general character and volume of the business, the next 
thing is to make particular provision for actual sales contracts, and 
it is to serve this purpose that the next special features of the 
stores ledger form are provided. If finished apparatus is to be 
manufactured for stock, the decision to manufacture is, as far as 
the storehouse and shops are concerned, exactly equivalent to sales 
contracts for such apparatus, as they will be delivered to the fin- 
ished stock department exactly as they would in the other case be 
delivered to the shipping department, and are quite probably 
manufactured in anticipation that they may be sold by the time the 
shops can finish them. If the storehouse is to foresee and provide 
for the shop needs, it is plain that it must be promptly advised of 
all undertakings to build and deliver the machines which are the 
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shop product. Lists of the materials entering into standard ma- 
chines should be in the possession of the storehouse, so that when 
the storehouse is advised what standard machines it has been con- 
tracted to produce, it knows what materials the shop will sooner 
or later call for in respect of such contracts. In the case of ma- 
chines which are not standard machines there are special designs, 
and drawings, and lists of materials, and these special lists of 
materials have to be furnished to the storehouse with the advice 
of such a contract. This is to say, the storehouse is advised as 
soon as possible of all machines that the shops have got to pro- 
duce, and the storehouse either has or is furnished with informa- 
tion concerning everything which enters into those machines, and 
which the shops will in due time call upon the storehouse to 
furnish to them. Undertakings to build machines, whether for 
sales contracts or for stock, should immediately be given a shop 
order number, and this number is a part of the advice sent to the 
storehouse. The lists of materials are then posted to the stores 
ledger accounts under the general heading “ Wanted” and the 
sub-heading “ Lists of Materials—Shop Order—Quantity.” This 
entry affects the relation of the actual stock to the stock limit 
inasmuch as certain materials are thereby practically assigned to 
a certain shop order and no longer form part of the free balance. 
This may or may not result in the issue of a requisition. If it 
does, an entry of the date and quantity is made under the general 
heading “ Ordered ” and the sub-heading “ Requisition.” 

It may, of course, happen, in spite of the best efforts that 
stores orders will yet be presented for some of these materials 
before the storehouse is ready to deliver them. In such a case 
the stores order is entered under the general heading “ Wanted ” 
and sub-heading “ Stores Orders—Shop Order—Quantity.” The 
shop order number identifies the want as the sarhe one previously 
entered, but neither entry is superfluous. The first one may, 
either immediately or later, have shown the necessity of issuing a 
requisition, and the second makes the important record that the 
shops are actually waiting for the materials, and immediately they 
are received the clerk entering the debit advises the proper person 
that such stores orders can now be filled. Such proper person is, 
of course, whoever in the storehouse has charge of unfilled stores 
orders. The provision for entering under “ Delivered” the shop 
order number for which the delivery is made, is to enable one to 
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see whether stores orders entered under the heading “ Wanted ” 
have subsequently been filled. So the actual stocks and all known 
wants, standard, immediate, and future, are recorded. It remains 
to complete the record as to incoming supplies. Mention has been 
made of the entry in the stores ledger account of requisitions 
issued. Such requisitions may be the basis of orders issued by the 
purchasing department, or of orders to the shops to manufacture 
for the storehouse. It is not sufficient for the storehouse to know 
that it has issued a requisition. It needs to know always whether 
the deliveries on it are complete, and for this purpose it is conven- 
ient to know the number of the purchase or shop order issued. 
Moreover the latter may not always be exactly in accordance with 
the requisition. This part of the storehouse record is put on a 
sound basis if the storehouse is either given access to records of 
both purchase orders and shop orders for storehouse, or is fur- 
nished with a carbon copy of these orders, entering then this order 
number under the general heading “Ordered” and the sub- 
heading “ Order—Quantity.” Then every invoice of materials 
purchased and every debit note for goods made by the shops for 
the storehouse should bear the number of purchase order or shop 
order, and this number is part of the posting to the debit side of 
the stores ledger account. Now the stores ledger account shows 
not only the actual stock, and all known wants, but also the exact 
condition of outstanding requisitions and purchase or shop orders. 
Of course, under the heading “ Ordered” far from every line is 
used, and so, without providing more columns, there is plenty of 
room to note anything of importance, especially date when de- 
livery is promised or expected. Careful watch should be kept 
by the stores ledger keepers for overdue materials, and a regular 
form used to request the purchasing department to trace. It is a 
natural question how much clerical help it takes to effectively 
maintain such records. One answer is impossible, for only expe- 
rience can in any given case show. But some pertinent considera- 
tions are worth dwelling upon. 

First, experience will in any given case show, because the work 
is visible. It is the work of clerks manifestly engaged in doing it. 
It is not the irregular work of a lot of worried people in various 
departments, needing to know continually about materials for 
different purposes, and making inquiries and search in various 
quarters, and then perhaps failing to get accurate information. 
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The systematic record increases the visible labor in connection 
with the materials item, but it is not equally certain that it in- 
creases the actual labor, or the immediate expense of it. Beyond 
the immediate expense there is the result. To perfectly supply the 
shop needs without carrying excessive stocks of materials is a 
condition to be striven for and never perfectly attained. Every 
step by which one comes nearer to it is a step nearer to the full 
utilization of the shop capacity, and makes simpler all the broad 
problems of shop and business management. To sacrifice even a 
very little here to save a good deal of clerical work is a doubtful 
economy, and that the sacrifice in the shop working is small and 
the offsetting economy large are two things it is very difficult to 
be sure of. There remain to be noted other ways in which the 
storehouse organization and records can be made helpful in 
securing final economy in production, and then there remain to be 
described the methods by which agreement between the general 
ledger stores account and the stores ledgers, and the actual 
stocks in the storehouse, is maintained. Finally there will be 
noted the facilities furnished by the accounts and records for the 
control of the general management over all the departments 
concerned. 

The rule that the storehouse issues requisitions for materials 
as stocks reach or approach the stock limit fixed by the engineer- 
ing department may be given a little elasticity. There are groups 
of materials that it is advantageous to order together whether 
they are to be purchased or to be produced in the shops. It is 
desirable that as occasion arises to order a stock of one of the 
articles in such a group, reference to the accounts for the other 
articles in the same group shall be easily made, to see whether 
some of these are also at a point justifying the placing of an 
order. This is one consideration that should influence the se- 
quence of the accounts in the stores ledgers. Reference may here 
be made to another possible use of the stores ledgers with their 
fullness of record. Some systematic index might be made of stock 
articles produced on the different machines respectively, so that 
in the case of \ certain plant being idle it might be promptly and 
definitely and exhaustively ascertained whether any stock articles 
the production of which would employ such idle plant were at a 
point at which reordering for stock would, under the circum- 
stances, be justified. If it is thought that there might be a dan- 
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gerous tendency in this, it must be remembered that such 
reordering would be accomplished by means of a storehouse 
requisition approved by the engineering department, which is a 
very different thing from letting the shops decide to make a good 
showing at the risk of overproduction. The storehouse receives 
goods from concerns bought from, and from the shops. In the 
former case it has purchase invoices, in the latter stores debit 
notes. After certifying the receipt of the goods on these docu- 
ments postings are made frcm them to the stores ledger accounts, 
and such postings are plainly signified on the documents. The 
latter is important, as this posting-mark should always be seen at 
the time the purchase invoices or stores debit notes are entered in 
journal or summary sheet, from which the monthly posting of 
totals is made to the stores account in the general ledger. By 
these means any omission to post a debit to a stores ledger 
account will be detected. Each department of the shops that may 
receive from and deliver to the storehouse has its own series of 
stores orders and its own series of stores debit notes. The 
storehouse neither delivers to the shops nor receives from them 
except by means of one of these. Each series of stores orders 
and each series of stores debit notes is consecutively numbered by 
the printer. Stores debit notes are entered in the stores ledger 
accounts immediately they and the goods represented by them are 
received in the storehouse, but this entry is necessarily without 
price and extension. They are then sent to the cost clerks, who 
price and extend and post in the cost ledgers, and return to the 
storehouse for completion of the postings there. 

A monthly summary sheet is kept for each series of stores 
orders and each series of stores debit notes, and on each summary 
sheet the original numerical order is retained, to show if any 
documents are unaccounted for. Stores orders which have been 
presented, and which the storehouse has not been able to fill on 
presentation, and which go over the end of a month unfilled, will 
naturally be missing numbers in the monthly summary sheet and 
must go over to the next month’s sheet. An important test of 
efficiency in the storehouse is its ability to fill the stores orders 
promptly, and here is a simple means of seeing each month how 
many orders are, at a given point of time, waiting to be filled. If 
the management will take these up each month and learn why the 


delays have occurred, another strong influence will be at work to 
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secure the important end that the productive operations shall be 
facilitated to the fullest extent by the storehouse furnishing 
materials as they are needed. 

Now there is made possible a new method in place of the old 
periodical inventory takings. Stocks of materials are now man- 
aged by means of the stores ledger records, and it is very im- 
portant that there should be no doubt of the accuracy of these 
records. When a stores ledger account shows the stock of a 
certain material low, an additional safeguard is created if, before 
ordering more, the actual stock is counted and the ledger figure 
verified. The ledger balance being verified, it is brought down in 
the account as a verified balance, and this goes on from day to day 
throughout the year. The inventory as stated in the stores ledgers 
is always in process of verification, and the work of verification is 
reduced to a minimum by taking each stock when it is at its lowest 
point, and the work is spread out pretty evenly through the year, 
instead of the whole thing being attempted as at a single date, 
usually with great inconvenience, and usually with inaccurate 
results. Of course actual counts do not always agree exactly 
with ledger figures, and then an adjustment is necessary. It is 
well to provide the storehouse with its own series of stores debit 
and credit notes, by means of which adjustments of either quan- 
tities or valuations may be recorded. The necessity to adjust val- 
uations arises when any stores are found to be inactive and 
consequently of decreased value, a matter that has to be dealt with 
especially at balance sheet dates. These debit and credit notes 
must be summarized on a monthly sheet, from which the entry 
in the general ledger stores account and the corresponding entry 
in the general ledger stores adjustment account will be posted. 
It would indeed be well to keep two stores adjustment accounts in 
the general ledger, one for adjustments in respect of quantities 
and one for adjustments in respect of values, for the adjustments 
in respect of quantities are a test of the efficiency of the control 
exercised by the storehouse over the stocks of materials in its 
charge, and the adjustments in respect of values are a test of the 
judgment and care with which the engineering department guards 
against inactive stocks. 

If storehouse accounts kept in the fashion described are 
audited at the close of a year, the auditors can see when each ac- 
count was last verified, and they can call for the verification of 
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accounts with stocks where it seems desirable to do so, either 
because the value represented is large, or because the ‘latest 
verification is of too remote a date. They can draw off a state- 
ment from the ledgers of all inactive items and ascertain their 
total, and enquire in detail concerning their valuation. “They 
have means of judging of the accuracy and soundness, from all 
points of view, of the inventory statement furnished by the 
ledgers, and they come into a position where they can certify to 
its practical accuracy, or point out clearly the weaknesses in the 
records which need to be remedied. Later on it will be seen how 
the cost ledgers furnish an inventory of everything in process as 
excellent, both as to simplicity and as to accuracy, as the 
materials inventory furnished by the stores ledgers. The audit- 
or’s list of inactive materials should be used to the fullest possible 
extent for the purpose of moving such materials, that is to say, 
the list must go to every department that may be able to contrib- 
ute directly or indirectly to this end, especially the engineering 
department, the sales department, and the management. In all 
factory accounting it is necessary to adhere to principles and to 
keep one’s methods flexible. One must be prepared always to 
adjust methods of recording so that these methods will follow 
the proper and necessary course of the operations. It has been 
described how in order to obtain materials from the storehouse 
the shops make out stores orders, and how these being filled are 
priced and extended and entered in the stores ledgers. There are, 
however, instances in which it is not convenient or economical to 
separate the exact quantity of material required, even if the exact 
quantity were known. In such cases materials may be issued on 
a memorandum, which is priced and extended and posted in the 
stores ledgers to the credit of the material accounts and to the 
debit of a special account opened for the temporary purpose. Such 
materials are afterwards accounted for by a stores order for what 
has been used, and the return to store of the unused balance. 
A question commonly arises as to how, under certain circum- 
stances, issues of materials ought to be priced. The stock of any 
material at any time may consist of two or more purchases. Some- 
times the several purchases are at rather widely differing prices. 
Even if the article is one that is produced in the shops the suc- 
cessive cost figures may not be the same. It is probably the best 
rule that, whatever the conditions, issues of materials are best 
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priced at the average cost of the existing stock, that is, the money 
balance of the account divided by the quantity balance. This 
figure once determined is in force until a new purchase, or pro- 
duction, is made at a cost different from the average figure being 
used, fund to any methods described here or anywhere else there 
must be added whatever experience suggests as calculated to con- 
tribute to the end that stocks of materials shall be such active 
necessary stocks as will promptly meet all shop needs.* 


*Erratum: In the August number of THE JOURNAL, page 257, twelfth 
line from bottom, for “unavoidable,” read “ avoidable. ” 
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The present statute is the fourth General Bankruptcy Act 
which has been passed by the Congress of the United States. 
The first was in 1800, the second in 1841, the third in 1867, and 
the present one in 1898. It has been the fate of each of these 
acts to remain in force for a certain number of years and then 
to be repealed. In this respect our legislation contrasts to great 
disadvantage with that of other civilized countries. The bank- 
ruptcy system of England is a firm and stable part of its national 
law. There is no more thought in Parliament of meddling with 
the law of bankruptcy than of abolishing the law merchant; but 
Congress, and especially the House of Representatives, appears 
to vary so much in its feelings on this great subject that no 
bankruptcy statute has remained permanently a part of our na- 
tional law. Each one is repealed, and for a time we are left to 
the frauds and the delays of voluntary assignments and to a 
system of preferences by which the astute creditor gets the better 
of his simpler brother, until the mischiefs of the state systems 
drive Congress again to a re-enactment of a law of bankruptcy. 
The present act has remained in force for eight years. Some 
amendments, which were much needed, were made in 1903, and 
so amended, the law seems likely to stand for some years to come. 

The object of this act is twofold: (1) To secure an equal 
distribution of the debtor’s estate among his creditors, allowing 
only certain priorities for wages and rent; and (2) to discharge 
the bankrupt from all his debts, unless he has committed a fraud 
against the act. 

Two sorts of cases may arise under the act: The first is where 
a debtor who is unable to pay his debts and seeks to be released 
from them comes before the United States District Court and 
files a petition setting forth his inability to pay his debts in full; 
that he is willing to surrender all his property for the benefit of 
his creditors, except such as is exempt by law, and that he de- 
sires to obtain the benefit of the bankruptcy act. This petition 
is sworn to and is accompanied by a schedule of his debts and 


_ * The author of this article is referee in bankruptcy for the eastern 
district of Pennsylvania. 
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of his assets. Upon such petition he is immediately adjudicated 
a bankrupt and his case is assigned to a referee in bankruptcy, 
before whom he is ordered to appear and who proceeds to fix 
a first meeting of his creditors. At or before that meeting the 
creditors prove their debts, a trustee is chosen, and the bank- 
rupt is subjected to examination by the referee, by counsel for 
the trustee, and frequently by other individual creditors. This 
meeting is continued from time to time at the office of the referee, 
if it should prove necessary. If the evidence given by the bank- 
rupt and other witnesses who may be called at these meetings 
satisfies the creditors that the bankrupt has committed no fraud 
upon them, his counsel duly moves before the judges for his dis- 
charge, and he is discharged as a matter of course, unless the 
creditors object to the discharge. In that case they must file their 
objection at a day fixed by law. These objections, which must 
specify with particularity the sections of the act against which 
he has offended, are then again referred to the referee to consider 
and report to the judges whether or not the bankrupt is entitled 
to his discharge. At this hearing before the referee the testi- 
mony given by the bankrupt himself in the principal case is in 
evidence, but all other testimony must be taken afresh for the 
purpose of a hearing upon the objections. Objections may be 
filed to the referee’s report, either by the creditors or by the 
bankrupt, and the court either discharges the bankrupt from his 
debts, or declares that he cannot be so discharged on account of 
his fraud against the act. 

The other class of cases under the act are those where the 
petition is filed against the alleged bankrupt. This is a proceed- 
ing in involuntary bankruptcy, and may or may not be resisted by 
the alleged bankrupt. If he does not resist, the adjudication is 
made as before; the case goes before the referee, and the other 
proceedings do not differ from those which I have rehearsed. 
If, however, the alleged bankrupt denies the bankruptcy, he may 
then ask for a jury trial to settle the question. If he does not 
demand a trial by jury, the question of his bankruptcy goes before 
a special referee for decision. There is, as always, an appeal 
from the decision of the referee to the judges, either by the 
bankrupt or the creditor. If he is finally adjudged a bankrupt, 
the proceedings then begin with a creditors’ meeting and go on 
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as before. If it is decided that he is not a bankrupt, that is of 
course the end of the matter. 

All proceedings in bankruptcy take place before the District 
Court of the United States for the special district in which the 
bankrupt resides. An appeal lies to the Circuit Court of Ap- 
peals, and from the decision of the Circuit Court of Appeals, in 
certain cases, to the Supreme Court of the United States. So 
much for the jurisdiction in bankruptcy proceedings. Let us now 
consider the law and the practice. 


ANALYSIS OF THE BANKRUPTCY ACT. 


Taking the chapters of the act in their order, the first ques- 
tion that occurs is, what is an act of bankruptcy? A debtor is 
adjudged a bankrupt if he conveys or conceals his property with 
intent to delay or defraud his creditors; if he transfers while in- 
solvent any portion of his property to one or more of his credit- 
ors with intent to prefer such creditor; if he suffers or permits 
while insolvent any creditor to obtain a preference through legal 
proceedings ; if he makes a general assignment for the benefit of 
his creditors, or being insolvent applies for a receiver or trustee; 
or if he admits in writing his inability to pay his debts and his 
willingness to be adjudged a bankrupt. This last allegation is 
the one generally adopted in voluntary bankruptcy. The other 
classes of acts are generally alleged in involuntary bankruptcy. 
Most of them are easy to understand; but the section which de- 
clares it to be an act of bankruptcy, “ to suffer or permit a credit- 
or to obtain a preference through legal proceedings,” has been 
the subject of much debate and difference of opinion between 
the courts. The last decisions are that even if the debtor is totally 
unable to prevent the obtaining of a judgment against him by 
one of his creditors, yet, as he has by his conduct made that judg- 
ment possible, he shall be held a bankrupt under this section. 

The fourth section of the act defines who may become a bank- 
rupt. Any person who owes debts, except a corporation, shall 
be entitled to the benefits of this act as a voluntary bankrupt. 
Any natural person, except a wage earner, or a person engaged 
chiefly in farming or the tilling of the soil, any unincorporated 
company, and any corporation engaged principally in manufac- 
turing, trading, printing, publishing or mercantile pursuits, owing 
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debts to the amount of $1,000, or over, may be adjudged an in- 
voluntary bankrupt. Private bankers, but not national banks or 
state banks, may be adjudged involuntary bankrupts. That sec- 
tion again is tolerably plain, except as to one or two points: The 
first is as to a trading corporation. There are many decisions 
which I shall not attempt to rehearse, but which come down to 
what any man of sense would himself decide as to what trading 
is. Then the other word of difficulty is “principally.” It may be 
said as to this that it makes little difference what the avowed 
object of a corporation is, the question always is, what does the 
corporation actually do? It may be incorporated nominally for 
another purpose, but if in practice its principal business is manu- 
facturing or trading, or printing or publishing, it may be made 
an involuntary bankrupt. 

By the sixth section the bankrupt receives the exemption 
which is prescribed by the state law in force. This, in Pennsyl- 
vania, is goods to the value of $300, and involves an important 
point of practice, which shall be hereafter referred to. 

The duties of the bankrupt are set forth under section seven. 
He is to attend the first meeting of his creditors and submit him- 
self to full examination; examine the correctness of all proofs 
of claim; file his schedule within ten days after the adjudication 
if an involuntary bankrupt, and with the petition if a voluntary 
bankrupt, showing the amount and kind of property, the location 
thereof, its money value in detail and a list of his creditors, show- 
ing their residence, the amounts due each of them, the considera- 
tion therefor, the security held by them, if any, and his claim for 
exemption. He is to submit to the fullest examination; but no 
testimony, the act says, given by him, shall be offered in evidence 
against him in any criminal proceeding. Under this latter clause, 
it would seem to follow that the bankrupt would not be privileged 
to refuse to answer any question upon the ground that his answer 
might criminate him. But it has been held that the protection 
of this clause is not absolute, as facts might be elicited in evi- 
dence which would lead to criminal proceedings against him, 
irrespective of the testimony offered. The bankrupt, therefore, 
may still claim his constitutional privilege of refusing to answer 
a question which might incriminate him. The privilege has been 
even claimed by the bankrupt to withhold his books, if an exam- 
ination of them would show that a statement made by him was 
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false and so subject him to a criminal prosecution. But this 
claim has been denied by the courts, and it may in general be 
said that the mere assertion by the bankrupt that an answer to 
the question asked will criminate him is not sufficient, but that 
he must show to the satisfaction of the court in any way which 
is consistent with the protection of his real rights, that the an- 
swer will tend to criminate him. It need not be said that a main 
purpose of the act would be frustrated if the bankrupt would 
refuse to produce his books, or to answer any questions, without 
giving the court an opportunity of judging whether his plea was 
a good one. 

By the eleventh section, all suits founded upon claims from 
which a discharge would be a release, are stayed during the 
pendency of the bankruptcy proceedings. 

The twelfth section, referring to compositions, is a very im- 
portant one. After the bankrupt has been examined in open 
court, and filed his schedules, he may offer terms of composition 
to his creditors. A composition is a compromise, whereby the 
creditors agree to accept a certain percentage of their claims in 
full satisfaction thereof, and argue upon the receipt of the con- 
sideration that the bankrupt shall be discharged. The offer must 
be accepted in writing by a majority in number and amount of 
all the claims which have been allowed, and the consideration to 
be paid by the bankrupt, the money necessary to pay all debts 
which have priority and the costs of the proceedings have been 
deposited in a proper place. The judge then confirms the com- 
position if satisfied; first, that it is for the best interests of the 
creditors ; second, that the bankrupt has not been guilty of any 
fraud upon the act; third, that the offer and its acceptance have 
been made in good faith and have not been procured by any 
secret promise to creditors. 

By the fourteenth section, the bankrupt’s discharge must be 
applied for after one month, and within twelve months subse- 
quent to the adjudication, with a further delay of six months if 
he were unavoidably prevented from filing it. The judge hears 
this application, and if unopposed, grants it as a matter of course. 
If opposed, he investigates the merits, and discharges the appli- 
cant, unless he has committed an offense punishable by imprison- 
ment, as afterwards provided by the act, destroyed, or concealed 
his books of account, obtained property on credit upon a ma- 
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terially false statement, removed or concealed his property within 
four months, been previously discharged from bankruptcy within 
six years, or, in the course of the proceedings, refused to obey 
the order of the court, or to answer material questions. 

By the seventeenth section, a discharge in bankruptcy releases 
the bankrupt from all of his debts, except taxes due to the state, or 
the United States; liabilities for false pretenses, for willful and 
malicious negligence, for alimony, for the maintenance of a wife 
or child, etc., and except also, those claims which are not duly 
scheduled in time for proof and allowance, or claims that were 
created by the bankrupt’s fraud, embezzlement or defalcation. 

By the twenty-third section, the United States circuit courts 
have jurisdiction of controversies between trustees in bankruptcy 
and adverse claimants concerning the property acquired, or 
claimed by the trustees, in the same manner and to the same 
extent only as though bankruptcy proceedings had not been in- 
stituted. This has been decided, in a famous case, to mean that 
where property is held or claimed adversely to the trustee in 
bankruptcy, suit may be brought in a state court, or the contro- 
versy settled in the bankruptcy court, as the parties may choose. 

By the twenty-seventh section, the trustee may, with the ap- 
proval of the court, compromise any controversy arising in the 
administration of the estate. This is always done in practice at 
a meeting called by the referee, notice of which is given to all 
creditors. 

In the thirty-third section, and those which follow it, the act 
proceeds to create the offices of referee and trustee. The ma- 
chinery of the act is concentrated in these two offices. All pro- 
ceedings except those connected with the original petition, com- 
position and discharge of bankrupts, take place before the referee, 
and the report of a careful referee as to matters of fact carries 
great weight with the judges. 

The trustee is elected by the creditors at the first meeting, and 
must be chosen by a majority both in number and amount of the 
creditors who have proved their debts. Should the greater num- 
ber of creditors be on one side and the large amount on the 
other, the choice of the trustee devolves on the referee. The 
trustee is the representative of the creditors; his counsel usually 
makes the examinations of the bankrupt and of other witnesses; 
the affairs of the bankrupt estate are in his hands, and the cred- 
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itors look to him for all information. The referees are appointed 
by the judges and serve for a period of two years. They are 
generally reappointed. They keep the records of the cases until 
the end of the year; all proofs of debt are on file with them, and 
their office is open to creditors for information and the examina- 
tion of these proofs, and to all other papers in the case. When 
the trustee has a fund in his hands sufficient to declare a dividend, 
a meeting of creditors is held, the trustee’s account is presented 
to the meeting, a dividend is declared by the referee, a schedule 
of distribution is prepared in the referee’s office and sent to the 
trustee, the trustee thereupon prepares checks in accordance with 
this schedule and sends them again to the referee for his counter- 
signature. All moneys belonging to the bankrupt estate must be 
deposited by the trustee in one of the bankrupt depositories 
named by the judges, and all checks must be drawn by the 
trustee upon his account in one of these banks and counter- 
signed by the referee. The trustee’s compensation is fixed at five 
dollars, deposited in court at the commencement of the proceed- 
ings, and a certain percentage of all moneys disbursed by them; 
6% on the first $500; 4% up to $1,500; 2% up to $10,000 and 
1% on moneys in excess of $10,000. The trustee enters bond, 
to be fixed by the creditors at the first meeting in accordance 
with the probable value of the bankrupt’s property, and is then 
duly qualified to act. 

The method of establishing all claims in bankrupt estates is 
by a statement in writing signed by the creditor, setting forth the 
claim, the consideration therefor, whether any securities are held 
therefor, and that the same is justly owing by the bankrupt to 
the creditor. Wherever the claim is founded upon a promissory 
note, a lease, or other instrument in writing, this instrument must 
be produced before the referee and a copy made for him by the 
creditor. The referee then compares the copy with the original 
and returns the original to the creditor. If no objection is made 
by the trustee or other creditors to a claim, and if it is in proper 
form and not on its face suspicious, it is allowed as a matter of 
course. In case it is disputed, a meeting is fixed at which evi- 
dence is taken before the referee and the claim is allowed or 
disallowed. All decisions of the referee are subject to review by 
the judges of the District Court, and appeals are sometimes made 
from the referee’s decisions of questions of fact or of law. 
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Claims of creditors who have received preferences are not 
allowed, unless the creditors surrender their preferences. Under 
the amendments to the bankrupt law preferences consist of some 
advantage given by a bankrupt to a creditor within four months 
before the filing of the petition, and such that the creditor shall 
have reasonable cause to believe that it was intended to give a 
preference. A creditor who holds securities, in order to receive 
a dividend from the estate, must either convert the securities into 
cash or agree with the trustee as to their value; he then receives 
a dividend upon the balance of his claim. Claims shall not be 
proved against a bankrupt estate subsequent to one year after 
the adjudication. This is an absolute rule, and is a constant 
source of loss to creditors. 

By section fifty-nine, any qualified person may file a petition 
to be adjudged a voluntary bankrupt. Three or more creditors 
having claims of $500 or over, or, where all of the creditors of 
such person are less than twelve in number, one creditor in $500, 
may file a petition to have a debtor adjudged a bankrupt. 

By section sixty-eight, in all cases of mutual debts or mutual 
credits between the estate of a bankrupt and the creditor, the 
account shall be stated, and the one debt shall be set off against 
the other, and the balance only shall be allowed as unpaid. 

By section seventy, all real and personal property belonging 
to bankrupt estates shall be appraised by three disinterested ap- 
praisers; they shall be appointed by, and report to the court. 
Real and personal property shall, when practicable, be sold sub- 
ject to the approval of the court for not less than seventy-five per 
cent. of its appraised value. 

This is a brief survey of the most important sections of the 
act, without which it would be impossible to understand the act. 


METHOD OF PROCEDURE. 


We come now to the method of procedure under the act, in- 
cluding the practical questions which arise in bankruptcy pro- 
ceedings. It may be noted that trustees are more frequently 
merchants or accountants than lawyers; that appraisers are apt 
to be chosen of the same business as the bankrupt; and while 
the workings of the act are of course under the charge of counsel, 
there are many points the knowledge of which will be of the 
utmost assistance to the accountant. 
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We begin then with the filing of the petition in bankruptcy. 
This is done in the office of the district court. If a man desires 
to go into bankruptcy, he is what the law calls a voluntary bank- 
rupt. He can file the petition upon the simple averment that 
he owes debts which he cannot pay and desires to be discharged 
from them. On the other hand, if the petition is one in involun- 
tary bankruptcy; if it is brought by creditors who desire to have 
a man declared a bankrupt, then it must set forth that he has 
for the greater portion of the six months before the filing of the 
petition had his business, or resided in the country; that he owes 
debts to the amount of $1,000, and that the petitioners are cred- 
itors having provable claims, amounting to over $50; the claims 
are then set forth in detail, that the debtor is insolvent, and that 
within four months next preceding the date of the petition, he 
has committed an act of bankruptcy; the act of bankruptcy is 
then stated. The petition prays that service of the petition with 
a subpoena be made upon the debtor, and that he may be ad- 
judged a bankrupt. This petition is sworn to, and the court 
thereupon makes an order that the debtor appear in court at a 
time fixed, to show cause why the prayer of the petition should 
not be granted, and that a copy of the petition with a subpoena 
be served upon him. If the debtor denies that he is a bankrupt, 
he appears at the date fixed in the order, denies the act of bank- 
ruptcy ; avers that he is not a bankrupt, and asks that his bank- 
ruptcy may be inquired of by the court or by a jury. The right 
to demand a jury trial is given to him by the Act, and if he de- 
mands such a trial his case is put regularly down on the court 
lists and the issue is tried before a jury. The more usual course, 
however, is to pray that the bankruptcy be inquired of by the 
court, and I shall assume that the debtor adopts this method. 
The court then refers the inquiry to a special referee, who is 
usually one of the regular referees in bankruptcy. The referee, 
upon deposit of the costs, fixes a meeting at his office, at which 
evidence is taken by the creditors in support of the alleged bank- 
ruptcy, and by the bankrupt against it. The referee then reports 
to the judges his finding, and the judges then decree that he is or 
is not a bankrupt. In the former case the bankrupt must then 
file schedules, and the case must go onward in the regular way. 

In far the greater number of cases, however, the bankrupt is 
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voluntary or, if the proceedings are commenced by creditors, he 
admits his bankruptcy. If a voluntary bankrupt, he must deposit 
in court a sum sufficient to cover certain court expenses, in- 
cluding a small fee to the clerk of the court, the referee and 
the trustee, amounting altogether to about $30, and must then 
proceed to file schedules in bankruptcy, which he annexes to his 
petition. In an involuntary case, the bankrupt, or in case of his 
failure to do so, the petitioning creditors, file the schedules with 
the referee appointed by the court. In every case the schedule 
must be in triplicate: one for the court, one for the referee and 
one for the trustee. When the adjudication in bankruptcy is 
made, the matter is referred to a referee appointed by the district 
court. For the county of Philadelphia, there are six referees, 
and all bankruptcy cases are divided among them by the clerk 
of the court under a system of rotation. The referee receives 
from the court a copy of the adjudication, together with the order 
of reference to him; in a voluntary case, the schedules in bank- 
ruptcy. In an involuntary case the schedules follow as soon 
afterwards as they can be prepared by the bankrupt or his 
creditors. 

Let us now examine a schedule in bankruptcy. On the first 
page comes the debtor’s petition, which I already described; then 
comes the schedule itself. The schedule is divided into liabilities 
and assets; all liabilities are scheduled under the letter “ A,” all 
assets under the letter “B.” The first page of the schedule is 
then “A” 1, and is a statement of all creditors who are to be paid 
in full, or to whom priority is secured by law. Those are, first, 
taxes due to the United States; second, taxes due to the state 
or to any county thereof; third, wages due to workmen, clerks 
or servants, to an amount not exceeding $300 each, earned within 
three months before the filing of the petition; and fourth, other 
debts having priority by law. 

There is another class of debts which have priority under the 
law, those which become liens on the property more than four 
months before the filing of the petition in bankruptcy. These 
liens are not discharged by the act, and although execution on 
them is suspended, they have a priority in payment out of the 
assets of the bankrupt estate. These creditors, as all others 
under the act, must be named, and their residences given, the 
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date when the debts were contracted, and the nature and con- 
sideration of the debt must be specified. 

The next page, “A” 2, is devoted to creditors holding securi- 
ties, where again their names must be given, their residence 
stated, the security described, the date given when the debt was 
contracted, the value of the security stated and the amount of the 
indebtedness. I have already said that creditors holding securi- 
ties can receive a dividend only for the difference between the 
indebtedness and the value of the security. I wish to say here 
that nothing is considered a security which is merely an acknowl- 
edgment by the bankrupt himself of his indebtedness, whether it 
takes the form of a bond, due bill, promissory note, or any other 
instrument in writing; these, if not prosecuted to judgment four 
months before the petition is filed, are of no avail in bankruptcy, 
and should not be mentioned in the schedule as securities. 

Then follows “A” 3, a list of the creditors whose claims are 
unsecured. This is generally the long schedule of the act, and 
is apt to run to a number of pages. The name, residence, date 
and place of contraction of the debt, consideration for debt, and 
instrument in writing given at the time, and amount, are stated 
in this schedule, and a total is struck, showing the entire unse- 
cured indebtedness. 

Then on “A” 4, follow liabilities on notes or bills discounted, 
which ought to be paid by the drawers, makers, acceptors or in- 
dorsers. 

In “A” 5, the accommodation paper given by the bankrupt, 
with a statement how the liability was contracted. 

Then follows the oath to schedule “ A,” in which the bank- 
rupt declares it is a statement of all his debts in accordance with 
the act of Congress. 

Now comes schedule “ B,” a statement of all the property of 
the bankrupt. 

“B” 1, in his real estate, giving the location and description 
of all real estate owned by the debtor or held by him, encum- 
brances thereon, all particulars relating thereto, and the estimated 
value less encumbrances. “B” 2, is the itemized list of the per- 
sonal property, and is divided up into cash on hand, bills of ex- 
change, promissory notes, or securities of any description, stock 
in trade, household goods and furniture, wearing apparel and 
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ornaments; books, prints and pictures; horses, cows and sheep; 
carriages, farming stock; shipping, machinery, fixtures and tools 
of business; patents, copyrights and trade marks; and goods of 
any other description.. “B” 3, debts due petitioner on open ac- 
count; stocks and bonds, policies of insurance; unliquidated 
claims of every kind, giving their value; cash in bank. “B” 4, in- 
cludes property in reversion, remainder or expectancy, including 
property held in trust for the debtor or subject to his power to 
dispose of. It frequently happens that a bankrupt has property 
held in trust for him, or is to come into property under a will as 
soon as the life tenant dies; these interests pass to the trustee in 
bankruptcy and must be set forth in the schedule. “B” 5, after 
the head of military uniform and equipment, contains the bank- 
rupt’s claim for exemption. There are more confusion and more 
mistakes made in this statement than in any other. It has been 
decidéd in Pennsylvania that the object of the exemption law of 
the state, which is followed in bankruptcy, is to secure to the 
family of the debtor certain useful and necessary property to the 
value of $300. The claim must be made, therefore, as we say, 
in specie; that is, the bankrupt must select from property in his 
possession, items to the value of $300, and must claim them 
specifically, setting a value opposite each, so that they may be 
withheld from the mass of his goods, and not sold by the trustee. 
If the bankrupt claims $300 in cash out of the sale of these goods, 
as is frequently done, the court has decided he is not entitled to 
any exemption whatever, and I am constantly hearing applica- 
tions to amend the claim for exemption, because of this in- 
cautious way of stating it. In “B” 5 follows a list of the books, 
papers, deeds and writings relating to the bankrupt’s business 
and estate. These are very important, as no proper examination 
of the business can be had without them and must be delivered 
promptly to the trustee. Then follows the oath to schedule “ B.” 
And at the end of the schedule a summary of debts and assets, 
which gives at a glance the condition of the bankrupt’s estate. 
The schedules are the most important documents known to 
the bankrupt law; they must be consulted by the trustee, by the 
referee and by the creditors at every step of the proceedings. 
Schedules are often prepared in great haste. A man is apt to 
make a sudden decision to go into bankruptcy when he is pressed 
by a creditor, and rapidity of action is often very essential ; hence 
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the original schedules often have to be supplemented. But the 
difference between good counsel and careless counsel never ap- 
pears more plainly, and is never of more importance, than in the 
preparation of these schedules. Of course, the condition of the 
bankrupt’s books renders the schedule easy or difficult of prepara- 
tion. If they are kept in a business-like way, the preparation of 
the schedule is comparatively easy. 

At the beginning of the proceedings, a sum varying from 
thirty to forty dollars must be paid to the clerk of the court, to 
cover certain costs. As soon as the schedules are filed, a further 
sum must be paid to the referee to cover certain other charges ; 
advertising, expense of stenography and other items set forth in 
the cost bill. The referee, therefore, requires a deposit of $50, 
and in most cases this is hardly sufficient. I have been asked 
often how much money is necessary to pay the ordinary and 
necessary costs in a éase where the bankrupt’s examination is 
brief and his discharge is not opposed. I should mention $100 
as almost a minimum; to which must of course be added what- 
ever fee he pays to his counsel. Of course, in a contested case, 
and where large interests are involved, the costs very much 
exceed this sum. 

The schedules are now in hand and the costs deposited; the 
next step is to hold the first meeting of creditors. The act and 
the rules of the court provide that this meeting shall be held after 
due notice and advertisement given in one daily newspaper and 
in the Legal Intelligencer, of the adjudication in bankruptcy, and 
that the first meeting will be held at the office of the referee upon 
a certain day and hour, at which time the creditors may attend, 
prove their claims, appoint a trustee and examine the bankrupt. 
This first meeting is the most important in the case. Ten days’ 
notice must be given of it, and all creditors should come to the 
meeting prepared to prove their claims and to vote, if they de- 
sire, for a trustee. Claims should be made out upon a bank- 
ruptcy blank, according to whether the claimant is an individual, 
a partnership or a corporation, and should be sworn to before a 
notary public or before the referee. I recommend a creditor, 
wherever practicable, to prove his claim in advance of the first 
meeting, so that there will be no delay at that time. 

With regard to these proofs of claim, three kinds of blanks 
are sold at the law stationers’, one for corporation claims, one 
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for partnership claims, and one for individual claims. Then 
there is a proof of debt by an agent or attorney. All these proofs 
of claim are in accordance with the form in bankruptcy adopted 
and established by the United States Supreme Court, and should © 
be carefully followed. It is provided by the general orders that 
when a deposition is made to prove a debt due to a partnership, 
it must appear on the form that the deponent is a member of the 
partnership; when made by an agent, the reason why the deposi- 
tion is not made by the claimant in person must be stated; when 
made to prove a debt due to a corporation the deposition should 
be made by the treasurer, or, if the corporation has no treasurer, 
by the officer whose duties most nearly correspond to those of a 
treasurer. The proof of a claim arising on open account must 
state when the debt became due, should give an exact list of the 
items taken from the claimant’s book of original entry, and if 
interest is claimed, must give the average due date. The proof 
must set forth that no note has been received for this account nor 
any judgment rendered thereon. Of course, if a note has been 
received, the original with a copy must be submitted to the 
referee, and where a judgment has been obtained, the court in 
which the suit was brought, together with the term and number 
of the case and the time of obtaining the judgment must be in- 
serted in the proof. 

It frequently happens, especially where the debt is not large, 
that the creditor is unwilling to attend the meetings before the 
referee in person. So again, even if the debt be large, he will 
desire to be represented by counsel, who will save him from the 
trouble of attending. For these reasons he may execute a power 
of attorney, which is generally drawn so that the attorney can 
vote both at the first meeting of creditors for the election of a 
trustee and at all subsequent meetings. A large proportion of 
the claims before me have annexed to them powers of attorney, 
and are presented by counsel. When the hour of the meeting 
arrives, the referee calls it to order and asks for the proof of 
claims. These claims may be examined, as they are filed, by the 
creditors, and objection made to their validity. When the calling 
of the claims is finished, the next business before the meeting is 
the election of a trustee. Nominations are then made, and a vote 
taken of all creditors present who have proved their claims. 
Where there is but one nomination, the matter is, of course, 
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simple. But where there are two or more, the act requires that 
a majority in number and amount shall be necessary to elect. 
The election, therefore, is held with great care. The name of each 
creditor and the amount of his claim are set down in a list headed 
by the name of his candidate. When all creditors present have 
voted, the lists are carefully made up, and if one of the candidates 
has a majority both in the number of creditors voting for him 
and in the amount of the claims, he is declared elected by the 
referee. If, however, as frequently happens, one nominee has 
the majority in number, another in amount, there is no election 
by the creditors and the law casts the appointment upon the 
referee. It is my own practice to allow the creditors in such 
case a little time to confer, so that if possible they may come 
together. But if they cannot agree, the referee appoints some re- 
sponsible man as trustee, who stands outside of the contest for 
the trusteeship. Under the law, either one or three trustees may 
be elected, and opposing factions sometimes come together on 
the appointment of three trustees. The trustees’ compensation is 
fixed and must be divided among the three, and as a general rule, 
it is better to have one trustee. The trustee’s bond is then fixed 
by the creditors, and should be in the sum which he is likely to 
receive from the sale of the bankrupt’s property. The value of 
this property is problematical, and the bond of the trustee will 
be raised if the bankrupt’s property proves to be worth more 
than the amount of the original bond. Three appraisers are then 
appointed by the referee; one of whom, at the request of the 
creditors, may be a person in the same line of business as the 
bankrupt and having a special knowledge of the value of the 
stock in trade and machinery. 


EXAMINATION OF THE BANKRUPT. 


The referee then proceeds to examine the bankrupt. It is 
our custom to ask the bankrupt whether his schedules contain a 
full, true and accurate account of all his indebtedness and of all 
his assets; whether he has a life insurance policy; and if so to 
have it produced before the trustee; whether he has previously 
been a bankrupt before or an insolvent. The counsel for the 
trustee then takes up the examination, and goes into details which 
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he deems necessary to a full understanding of the case, and to 
ascertaining whether the bankrupt’s failure to pay his debts is 
due to causes over which he had no control, or whether it is by 
circumstances which give rise to a suspicion of fraud. The other 
creditors at the meeting may then examine the bankrupt, and the 
meeting may be adjourned from time to time until the examina- 
tion is completed. Other witnesses may be examined both to 
impeach and to confirm the bankrupt’s evidence, and considerable 
latitude is allowed in these examinations. The proceeding is not 
like one in the common pleas, with a plaintiff and defendant. 
The bankrupt is in court asking for a valuable privilege, the re- 
mission of his debts. He must give all information to his trustee 
and aid him in every way to obtain a dividend for the creditors, 
and though he is allowed to have a counsel, the duty of the 
counsel is limited to advising his client in case of incriminating 
questions, and to calling the referee’s attention when any in- 
justice may result from a failure of his client to understand the 
questions asked. The trustee enters bond immediately upon his 
election and proceeds to take possession of the bankrupt’s prop- 
erty. His first duty is to have an appraisement made; the ap- 
praisers appointed at the first meeting go to the bankrupt’s house 
and place of business and make a careful valuation of all his 
property. This appraisement is reduced to writing, sworn to and 
filed with the referee, and is a document of considerable impor- 
tance, as will hereafter appear. The trustee then proceeds to offer 
the bankrupt’s property at public or private sale. The ordinary 
course, and that which the act contemplates, is to put it up at 
public sale after ten days’ notice and full advertisement, generally 
through an auctioneer. But cases sometimes arise where the 
trustee is convinced that he can obtain a better offer at private 
sale than could be realized from an auction. In that case he 
applies to the referee by petition, a meeting of creditors is called 
on ten days’ notice, to consider the private sale, and the referee, 
though possessing the power to approve or disapprove such sale, 
is generally guided by the opinion of the creditors. 

We will suppose, however, that the sale is a public one. Ten 
days’ notice is given of this sale and of a meeting immediately 
afterwards at the office of the referee, to decide whether it shall 
be confirmed. Many of the creditors are generally present at the 
sale and at the subsequent meeting, and the first question which 
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comes up at that meeting is whether the sale is for a sum greater 
or less than the appraisement. In the former case, it is almost 
always confirmed; in the latter case, where the sale falls below 
the appraisement, there is often much discussion and difference 
of opinion. But a public sale after due notice is usually confirmed 
by the referee, unless a bid is received by the trustee or at the 
confirmatory meeting of a greater amount than the sale has 
brought. This bidding at the referee’s office is carefully guarded, 
and such a bid should. be for a substantial advance, say ten per 
cent. more than the amount bid at the sale; should be accom- 
panied by a deposit, and the opportunity must then be given to the 
bidder at the sale again to advance his bid. 

The property has now been sold and the funds are in the hands 
of the trustee. In the ordinary course of administration of the 
estate the trustee now files his account, and a meeting is fixed at 
the referee’s office upon ten days’ notice to creditors, to hear and 
pass upon the account. 


ACCOUNTS OF RECEIVER AND TRUSTEE. 


Before taking up this question of the trustee’s account, I may 
speak on the kindred subject of receivers. The act of 1808 
hardly mentions the receiver, except in the power given in the 
second chapter to the courts of bankruptcy to authorize the busi- 
ness of bankrupts to be conducted for limited periods by re- 
ceivers or trustees, if necessary to the best interest of the estate. 
In practice, however, many cases arise where the appointment of 
receivers has been found necessary. Even before the adjudica- 
tion in bankruptcy, application is often made to the judges, show- 
ing that irreparable harm may result if the estate be not taken 
in hand at once by an officer of the court; that the debtor is 
making away with his property, or that he has abandoned it sub- 
ject to the danger of theft; and the court appoints a receiver who 
takes charge at once of the property and preserves it until the 
appointment of a trustee. He may also be ordered by the court 
to collect all debts immediately due, to pay insurance and gen- 
erally to perform the duties of a trustee during the brief period 
which must elapse before the election of that trustee. His duties, 
however, generally are to keep the property together until the 
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coming of the trustee. Whenever a receiver is appointed, he 
should file his account at or about the time of the election of the 
trustee, so that he may be prepared to turn over to the trustee 
any balance on hand. It frequently happens that the receiver is 
also elected trustee; a practice highly beneficial to the bankrupt 
estate, as it continues the same administration with the same 
counsel. In any case, however, the receiver makes up his sepa- 
rate account, turns over the balance, if any exists, to the trustee, 
and the account thereafter runs in the name of the trustee. 

Let us now inquire how receivers and trustees are to keep 
their accounts and discharge the duties of their offices. Their 
main duty is to convert the estate into cash and distribute it 
amongst the creditors. But this leads to various duties of ad- 
ministration which are well summarized under the forty-seventh 
section of the act. Trustees must (1) collect all interest, rents, 
dividends, etc., upon the property before its sale, and (2) collect 
and reduce to money the property of the estate under the direction 
of the court, and close up the estate as expeditiously as is com- 
patible with the best interests of creditors. A large part of the 
bankrupt estate will probably be book accounts, more or less diffi- 
cult to collect. Here, the trustee, with the bankrupt’s assistance, 
should go over the list of debtors, should send a circular to all 
announcing his appointment and requesting them to pay their in- 
debtedness to him. Where the list is too large for individual 
visits he should employ a collector, and prosecute at law all claims 
against solvent debtors. He does not need for this purpose any 
special authority from the referee. But there are one or two 
emergencies in which he must come into court (and by court I 
mean the referee, who, after the case is referred to him, is the 
court of first instance) and ask for authority to act. One of 
these cases is the compromise of debts. A debtor frequently 
disputes the amount sworn to in the schedule, but admits a 
smaller amount, and a settlement without a law suit may be 
beneficial to the estate. So too the real estate of the bankrupt 
may have a mortgage upon it, or other encumbrance, so large as 
to leave no equity in the bankrupt estate. Here the trustee should 
come in and ask the court for leave to abandon that property. In 
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this case a meeting of creditors is held and the proper author- 
ity given or refused as the case may be. The trustee, who 
abandons property, or who compromises with debtors, without 
the direction of the court, does so at his own risk. But in other 
cases he should go forward under the advice of counsel and dis- 
charge his duties of trustee without running to the referee for 
constant directions. 

The trustee, as well as the receiver, must deposit all moneys 
received by him in one of the bank depositories under the act. 
All payments must, therefore, be made by check on this bank. 
Every check must be sent to the referee for his countersignature ; 
and in practice these institutions furnish a regular check with a 
place for the countersignature of the referee. Whenever a 
trustee sends a check to be countersigned he should, if necessary, 
send a memorandum explaining the charges for which it is 
drawn. 

Trustees must be ready at all times to furnish information 
concerning the estate and their administration of it to parties in 
interest. This is a frequent and sometimes an annoying duty, 
as explanations have to be made to ignorant creditors. But it is 
a part of the duty of the trustee to keep his temper, and to try 
to make things as plain as possible to the people who have lost 
their money. The referee has the same duty and suffers the 
same annoyance. 

Trustees must keep regular accounts, showing all amounts 
received and from what source, and all amounts expended 
and on what account. With regard to the method of 
keeping these accounts, while the greatest care should be 
exercised that they should include every item both of debit 
and credit, there is no necessity in the ordinary bankrupt 
estate for the elaborate system which prevails in mercan- 
tile accounts. A trustee is appointed to wind up an estate 
and not to continue it; and as a rule he does not require the 
elaborate double entry system which is necessary in conducting 
a mercantile business. If, however, he is ordered by the court 
to continue the business, he should do so according to the ap- 
proved mercantile method of keeping accounts. An ordinary 
receiver’s and trustee’s account will run somewhat as follows: 
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IN THE DISTRICT COURT OF THE UNITED STATES 
FOR THE EASTERN DISTRICT OF PENNSYLVANIA. 
In the matter of In Bankruptcy 
HENRY SMITH, Bankrupt. No. 
FIRST AND FINAL ACCOUNT OF SAMUEL JONES, RECEIVER. 
The Accountant charges himself as follows: 
1905. 
May 5 To cash received from Frank Robinson 
June 14 To cash received frofn Samuel Brown 
All cash receipts 


The Accountant claims credit as follows: 
1905. 
May 8 By cash paid Thompson & Thompson 
May 10 By cash paid John Doe 


and so on, with dates, names, particulars and amounts. 

And the last item being balance turned over to Samuel Jones, 
Trustee, $924.50. 

Then the trustee’s account begins: 

“The Accountant charges himself as follows.” The first 
item is “To cash received from Samuel Jones, Receiver, $924.50.” 
The account runs on both as to debits and credits as I have de- 
scribed ; the final item being “Balance on hand.” At the meet- 
ing of creditors called to consider this account, the account is 
read to the meeting and the items passed upon. If the trustee 
has been ordinarily careful and prudent no question will arise 
upon his account, and the balance in hand will then be dis- 
tributed. 

DISTRIBUTION OF ASSETS. 


In what order is this fund to be distributed? First comes 
the actual cost of preserving the estate subsequent to the filing 
of the petition. This means all debts properly incurred by the 
receiver or trustee, while he is in possession of the property. 
They should be paid by the receiver or trustee as they are in- 
curred, and should be included in his account. 2. Then come 
the filing fees, which, under the amendment, are twenty-five 
cents on account of each claim proved. 3. Then comes the 
compensation allowed by the act to the referee, the trustee and 
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counsel in the case. A trustee receives $5 deposited in court; 
and on all moneys disbursed by him a commission not to exceed 
6% on the first $500, 4% on the moneys in excess of $500 and 
less than .$1,500; 2% between $1,500 and $10,000, and 1% on 
moneys in excess of $10,000. In the case of a composition not 
more than 4 of one per cent. of the amount to be paid to credit- 
ors. Where there is a receiver he is to be allowed a compensa- 
tion at the same rate as a trustee, and where the receiver and 
the trustee are the same person, he is not, as a rule, allowed a 
double compensation. Where a receiver or trustee has con- 
ducted the business of the estate under order of court and at the 
request of the creditors, he may be entitled to extra compensa- 
tion, to be fixed by the creditors and the referee. 

The counsel for the trustee is entitled to a fee in proportion 
to the work which he has done for the estate and of the results 
attained. This is the principal fee under the act. It is impossi- 
ble in the nature of things to state precisely what this fee should 
be. But in this case, as in all the administration of bankrupt 
estates, the tendency is towards a moderate scale of charges. 
The bankrupt’s attorney is allowed by the act one reasonable 
attorney’s fee for the professional services actually rendered; 
and in involuntary cases, the petitioning creditor’s counsel also 
has a small fee. It is my custom to require the bankrupt’s 
counsel or the petitioning creditor’s counsel, if they ask for 
more than $50, to give a detailed account of the services rendered 
to the meeting of creditors. I have sometimes met with the 
idea that the expenses of the bankruptcy proceeding leave very 
little to the creditors. When this happens it is because the estate 
itself is very small. Most men do not go into bankruptcy except 
as last resort, and when little is left to them. But when in cases 
of involuntary bankruptcy, or in those cases where a man, find- 
ing himself insolvent, comes forward honestly and admits his 
insolvency while yet he has a considerable body of assets, the 
administration of the bankruptcy law is far more economical and 
yields a far better result to creditors than that of any state sys- 
tem with which I am acquainted. I have distributed in one case 
to creditors 974%2%: in another very large matter 71%, and in 
many cases from 20 to 50%, where my knowledge of the state 
law leads me to believe that creditors would have received, under 
an assignment, less than two-thirds of these dividends. All pay- 
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ments in bankruptcy are carefully scrutinized, and professional 
charges are made before a meeting of creditors, who do not 
hesitate to object if they think the charge excessive, and there 
is an opportunity, under the act, for every creditor, no matter 
how small, to obtain a hearing which is very wanting under the 
state law. 

To return to the distribution of the bankrupt estate. Next 
in order of payment to the costs and expenses come wages due 
to workmen, clerks or servants which have been earned within 
three months before the date of the commencement of the pro- 
ceedings, not to exceed $300 to each claimant. This clause has 
led to much discussion. But I may say generally that the wages 
which have priority under .this clause are strictly limited to 
workmen employed directly by the bankrupt, and not by an in- 
dependent contractor; to a clerk employed directly by the bank- 
rupt and to the servants about his house or place of business. 
Even a traveling salesman is excluded from priority, so is an 
independent contractor of any sort, or a salaried officer of a 
firm or corporation. Claims for priority are closely scrutinized, 
and all the proofs for wages under this clause must state pre- 
cisely the days and hours during which the claimant performed 
the work and the rate of wages contracted for. The trustee will 
first compare the proof of claim with the amount admitted to 
be due by the bankrupt in the schedule; if they correspond, the 
presumption is that the claim is a rightful one. But even here, 
care must be taken to ascertain the facts for fear of collusion 
between the bankrupt and the claimant. 

The next class of debts to be paid are “Debts owing to any 
person who by the laws of the United States or of the state is 
entitled to priority.” This means that if under the statutes of 
any state a class of persons is entitled to priority, that priority 
will be recognized in bankruptcy. Now in Pennsylvania, rent 
for one year previous to any insolvency is a priority, and the 
landlord must be paid by the trustee up to the date of the filing 
of the petition, if there are sufficient assets for the purpose, after 
the previous payments which I have described. I speak here 
only of rent due for occupation which has actually occurred. It 
has been decided that provisions in a lease making the rental 
for the whole term due upon the bankruptcy or insolvency of 
the tenant are not valid in bankruptcy. 
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These are the priorities of payment given by the law, but in 
another clause of the same section it is enacted that the court 
shall order the trustee to pay all taxes legally due and owing by 
the bankrupt to the United States, state, county, district or 
municipality in advance of the payment of dividends to creditors. 
It has been decided by the judges of this district that these taxes 
should be paid in advance of the debts having priority. The 
question is not free from doubt, as those taxes if not paid, still 
remain a lien on the property and are not discharged by the 
act. A good trustee will often secure their payment by pur- 
chasers of the bankrupt’s property. 

We have mentioned all the costs and charges which are to 
be deducted from the balance in the hands of the trustee. What 
remains may be applied to dividends. The calculation is care- 
fully made at the meeting of creditors. A schedule of the debts 
is at hand, and the dividend which can be paid is then declared 
by the referee; a dividend sheet is made up in his office and sent 
to the trustee; the trustee draws checks in accordance with this 
sheet, returns them to the referee for countersignature, and then 
they are transmitted by the trustee to the creditors. 

I have assumed that one dividend is declared at the end of 
the bankruptcy year. But it frequently happens that more than 
one dividend is declared. The law enacts that the first dividend 
shall be paid within thirty days after the adjudication if there 
is enough to pay 5%. Dividends may thereafter be declared 
when the amount to be distributed equals 10% and a final divi- 
dend upon the closing of the estate. There is also a provision 
that the first dividend shall not include more than 50% of the 
amount of the estate, and that the final dividend shall not be 
declared within three months after the first dividend. In prac- 
tice, however, there is usually not more than one dividend be- 
fore the final one at the end of the year. 

Another duty of the trustee is to set apart the bankrupt’s 
exemption and report the items and estimated value thereof to 
the court as soon as practicable after his appointment. The 
bankrupt, as I have said, must claim his exemption in specie, 
that is, he must claim those special articles or assets belonging 
to his estate which he desires to retain, affixing a value upon 
each, not exceeding in all the sum of $300. This is done in ad- 
vance of any sale of the property, and if the appraisement has 
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been made, should follow the valuations given by the appraisers. 
It may happen that the appraisement, in the bankrupt’s opinion, 
is too high, so as not to give him the fair value of his exemp- 
tion. It may also happen that the trustee considers the appraise- 
ment too low, so as to give the bankrupt undue advantage. 
Either party, therefore, may ask for a revaluation; unless they 
do so, they are bound by the figures of the appraisers. 

Where a receiver has been appointed and a sale is about to 
take place, before an appraisement can be made, according to the 
law it is sufficient for the bankrupt to claim $300 in cash out of 
the proceeds of the sale in the schedules filed in bankruptcy. He 
fulfills his duty when he lays claim in his schedule to the assets 
of the estate as they exist at that time; and if the receiver has 
converted them into cash he has a right to claim cash. This is, 
however, the only case where a claim in cash can be allowed. 

The trustee’s duty, however, when the exemption has been 
properly claimed, is to report to the court, within twenty days 
after receiving notice of his appointment, of the articles set off 
to the bankrupt by him, with the estimated value of each article, 
and any creditor may take exceptions to the determination of 
the trustee within twenty days after the filing of the report. I 
may add that a report may be required of the trustee of the con- 
dition of the estate, the amount of money on hand, and any other 
details necessary to a full understanding by the creditors. In 
case the trustee neglects to file such a report, an order may be 
made by the referee requiring the trustee to show cause before 
the judge at a time specified why he should not be removed from 
office. All accounts of the trustee are audited by the referee. 
The accounts and papers of a trustee are always open to the in- 
spection of officers and parties in interest. 

One of the main duties of the trustee, as already stated, is the 
examination of the claims filed with the referee, in order to de- 
termine whether they are entitled to participate in the bankrupt 
estate. In this duty he must have the assistance of the bankrupt, 
who should be able to give him all particulars of claims against 
the estate, and if the bankrupt’s books have been properly kept, 
there should be little difficulty in this regard. It sometimes hap- 
pens, however, that a bankrupt has given a preference. A per- 
son is deemed to have given a preference, if, being insolvent, he 
has within four months preceding the filing of the petition suf- 
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fered a judgment to be entered against himself, or made a trans- 
fer of any of his property, and the effect of the judgment or 
transfer would be to enable one of his creditors to obtain a 
greater percentage of his debt than any other of the same class. 
In this case, if the person to be benefited by the preference has 
had reasonable cause to believe that it was intended as such, it 
shall be voidable by the trustee, and he may recover the property 
or its value from such person. This is the law as it was 
amended in 1903, and cases are constantly arising of preferences 
received by creditors within four months, and actions brought 
by the trustee, either in a court of common pleas, or before the 
referee, to recover the property so disposed of. Sometimes a 
debtor about to become a bankrupt gives a mortgage or other 
security for his antecedent indebtedness so as to put one creditor 
in a position of advantage as regards the others. In such case, 
if the circumstances were such as to put the creditor upon notice 
of the true state of facts, the mortgage may be declared invalid. 
The decision in each case turns upon the question whether there 
was enough in the case to charge a creditor of ordinary intelli- 
gence with notice of the insolvent condition of his debtor. It is 
not sufficient for the creditor to prove that as a matter of fact 
he did not know or believe that his debtor was a bankrupt, be- 
cause it is always easy for a man to shut his eyes and refuse to 
investigate; but if the facts were there, and if by reasonable in- 
quiry he could have ascertained them, he is affected with notice 
of the insolvency. 

There are various circumstances of suspicion which will 
make it a trustee’s duty to examine the bankrupt. Suppose that 
a debtor just before his bankruptcy has ordered on credit an 
unusually large quantity of goods; suppose that he has sold 
these goods for cash at a lower figure than his competitors in 
trade, and cannot account for the proceeds; suppose that it be 
shown that a few weeks before his bankruptcy a large stock of 
goods was in his possession, and that at the time of his bank- 
ruptcy it had disappeared, and especially if there is no record in 
his books to show to whom and for what price it was sold: in 
all those cases the presumption of dishonesty is very strong, and 
a searching examination will probably show such fraudulent be- 
havior as to prevent his discharge and perhaps furnish ground 
for a criminal prosecution against him. 
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LIENS AGAINST THE ESTATE. 


An important part of the trustee’s duty is connected with 
liens claimed against the estate. A lien is a charge upon the 
whole or upon some special part of the bankrupt’s estate which 
is recognized by law, and must be paid by the trustee from the 
proceeds of the sale of the assets. Under the law as it stood 
previously to the bankruptcy act, any judgment obtained by a 
creditor followed by levy upon the property of the debtor, con- 
stituted such a lien. An assignee in insolvency, under our 
statute, will take the estate subject to this lien, but the bank- 
ruptcy act makes a broad distinction between a lien existing 
four months before the filing of the petition in bankruptcy, and 
all subsequent judgments or levies. Unless a lien is secured four 
months prior to the bankruptcy, it is of no avail. Now this en- 
actment often imposes upon the trustee an important and im- 
mediate duty. A debtor often goes into bankruptcy because he 
is pressed by one or more creditors who have obtained a judg- 
ment against him, and have issued an execution, and the re- 
ceiver or trustee in bankruptcy must immediately notify the 
sheriff or constable who is on the premises that he must deliver 
possession of all goods of the bankrupt which he has levied upon, 
to the receiver or trustee in bankruptcy, and to vacate the 
premises. The question of the lien is then presented by the 
claimant before the referee, and decision is duly had as to 
whether there is a valid lien under the provisions of the act. 
Liens obtained over four months before the filing of the petition, 
as I have said, are good, and so also are liens even if obtained 
within the four months, provided that they were obtained for a 
present consideration. By that I mean that new value passed into 
the debtor’s estate at the time of the creation of the lien. In 
this case, as the bankrupt’s estate was increased by the trans- 
action, the lien is good. Section 67D sums up the subject by 
saying, “ Liens given, or accepted in good faith, and not in con- 
templation of or in fraud upon this act, and for a present con- 
sideration, which have been recorded according to law, if record 
thereof was necessary in order to impart notice, shall not be af- 
fected by this act.” 

The title of a trustee of the bankrupt’s estate extends to all 
sorts and kinds of property over which the bankrupt has power. 
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All documents relating to the property, all interest in patent 
rights, copyrights, and trade marks, all powers which the bank- 
rupt might have exercised for his own benefit, pass to the 
trustee. A word about this question of powers. Very often in 
a will, or deed, property is left to a person for life, with a power 
of appointment, to be exercised by his will, and these powers are 
of two kinds, general or special. A general power of appoint- 
ment is one which the life tenant exercises in favor of any one 
whom he chooses. A special power must be exercised in favor 
of one of a certain class, generally his children. The rule in 
equity has always been that an insolvent debtor who had a gen- 
eral power of appointment would be compelled to appoint in 
favor of his creditors, and that doctrine appears to be recognized 
in bankruptcy. 

Another class of property which is apt to give the trustee 
trouble is the life insurance policies held by the bankrupt. I 
know no other question over which there is more dispute before 
the referee than this matter of a bankrupt life insurance. In- 
surance policies are drawn in a number of ways, but the main 
distinction is that between policies made payable to the bankrupt 
himself which pass to the trustee, and policies made payable to 
the wife or daughter of the bankrupt, which as a rule do not 
pass to the trustee. This seems a simple matter, but a difficulty 
arises when the policy provides that if the wife dies before the 
husband, the proceeds of the policy shall then be received by him 
or his estate. Here doubt arises as to the ownership of the 
property, which has been generally solved in favor of the claim 
of the wife or daughter. It was for a time held that where a 
policy had no cash surrender value stipulated in the instrument, 
and where the insurance company refused to pay such surrender 
value, the policy would not pass to the trustee. But it has now 
been settled that the question does not depend upon the terms 
of the policy, but upon the fact of the policy having a cash 
value in the market. If it has this cash value, and if it is drawn 
in favor of the bankrupt himself, or his estate, then it passes to 
the trustee. 

The law also provides that when any bankrupt shall have any 
insurance policy which has a cash surrender value, payable to 
himself, his estate or personal representatives, he may within 
thirty days after this cash value has been ascertained pay or se- 
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cure to the trustee the sum so ascertained, and continue to own 
the policy. A trustee must within a year dispose of -his policy 
for the benefit of the estate. There will usually be but two bid- 
ders for such a policy; one will be the wife or daughter of the 
bankrupt, bidding with funds of her own, or money furnished by 
some friend, and the other will be a creditor of the estate, who, 
rather than let the policy be sacrificed, is willing himself to as- 
sume the payment of premiums until the expiration of the time 
limited upon the policy. As a majority of life insurance policies 
have a definite time of termination, this may not be an intoler- 
able burden. Usually, however, the purchaser of such a policy, 
either at public or private sale, is the wife or the daughter of the 
bankrupt. 

The trustee must secure before the referee all witnesses re- 
quired to prove necessary facts. When a witness refuses to at- 
tend, or when there is reason to suppose that he will refuse, the 
trustee must go into the United States Court and obtain a sub- 
poena. If the witness is ordered to bring papers or documents 
of any kind with him, the subpoena must set forth precisely the 
books, papers or documents to be brought by the witness. If 
the witness refuses to appear after having been subpoenaed or 
refuses to be examined by the referee, or if he misbehaves dur- 
ing the hearing so as to obstruct it, or neglects to produce any 
document, in all these cases he is in contempt of court. The referee 
certifies the fact to the court, the judge summarily hears evi- 
dence as to the acts complained of, and commits the delinquent 
for contempt, just as if the act had occurred in his presence. 

It may happen that the bankrupt, under advice of his counsel, 
refuses to answer certain questions upon the ground that the 
answers may tend to incriminate him. A man is protected by 
the Constitution of the United States from being called upon to 
give incriminating testimony against himself, and the bank- 
ruptcy act contains a provision that the testimony given in pro- 
ceedings under this act shall not be used to criminate him. It 
has been held, however, that this section does not save the bank- 
rupt from the danger of the discovery from his evidence of 
criminating circumstances that can afterwards be used against 
him, and consequently he may still refuse to answer the ques- 
tions which tend to incriminate him. But his answer does not 
conclude the matter. If a bankrupt could refuse to give any or 
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all testimony upon such an allegation, the purpose of the act 
would be greatly hindered. The referee, or on appeal from his 
decision, the judges, must therefore be satisfied that the answer 
will veritably tend to criminate him. If the answer is a manifest 
evasion relating to circumstances which could not possibly crimi- 
nate him, he will be ordered to make answer, and if he does not 
do so, he will be committed for contempt. Where any real doubt 
exists, he must exhibit to the referee, or to the court, under 
proper safeguards such circumstances as will prove that his an- 
swer may really tend to criminate him. It has been decided in 
this district that where the books of a bankrupt have been 
properly and truly kept, the mere fact that their production may 
show that he has made a false statement to creditors, is no ex- 
cuse for refusing to produce them. 

I have spoken of the discharge of the bankrupt as one of the 
two main objects of the act, and as a matter of fact, in a large ma- 
jority of the cases under the act, the bankrupt receives his dis- 
charge. There are, however, a very considerable minority of 
cases in which the discharge of the bankrupt is refused. In 
those cases the bankrupt has committed a fraudulent or criminal 
act. In the fourteenth section of the act the bankrupt shall be 
discharged unless he has, first, committed an offense punishable 
by imprisonment, by concealing from his trustee any of his 
property, making a false oath or account in the proceeding, pre- 
senting under oath a false claim against the estate; or, second, 
with any intent to conceal his financial condition, destroyed, con- 
cealed or failed to keep books of account or records from which 
such condition might be ascertained. Third, obtained property 
on credit from any person upon a materially false statement in 
writing. Fourth, removed, destroyed or concealed his property 
with intent to defraud his creditors. Fifth, been discharged in 
voluntary bankruptcy within six years; or, Sixth, in the course 
of the proceedings refused to obey any lawful order, or to an- 
swer any material question approved by the court. 

I need not dwell upon any of these offenses; they speak for 
themselves and one or other of them must always be assigned 
by creditors opposing a bankrupt’s discharge. The last four of 
them were added by the amendment of 1903. Much dissatisfac- 
tion was felt by creditors at the discharge in bankruptcy of 
debtors who had made false statements to their creditors and 
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thereby caused their loss or ruin, and the amendments to the 
act have given great satisfaction. A false statement made to 
the mercantile agencies for the purpose of obtaining credit is 
now sufficient to prevent a discharge, and fraudulent debtors are 
no longer turned loose upon the community to resume their 
nefarious practices. So too, a second discharge in bankruptcy 
is not allowed if applied for within six years. The increasing 
number of instances in which the discharge of a bankrupt is re- 
fused, brings our country into line with the English system of 
bankruptcy, and satisfies the honest business community. 

Here also I should speak of the debts which are not affected by 
a discharge. The debts, although they may have been incurred 
many years before the bankruptcy act was passed, are kept alive 
against the debtor, either because they are penalties for his 
wrong-doing, or because the creditor has had no opportunity to 
be heard in the proceedings or to receive a dividend upon his 
claim. These debts are the subject of section 17 of the act, 
which as amended is as follows: “A discharge in bankruptcy 
shall release bankrupt from all of his provable debts, except such 
as (1) are due as a tax levied by the United States, the state, 
county, district or municipality in which he resides; (2) are lia- 
bilities for obtaining property by false pretenses or false repre- 
sensations, or for willful and malicious injuries to the person or 
property of another, or for alimony due or to become due, or for 
maintenance or support of a wife or child, or for seduction of 
an unmarried female, or for criminal conversation; (3) have not 
been duly scheduled in time for proof and allowance, with the 
name of the creditor if known to the bankrupt, unless such 
creditor had notice or actual knowledge of the proceedings in 
bankruptcy ; or (4) were created by his fraud, embezzlement, mis- 
appropriation or defalcation while acting as an officer or in any 
fiduciary capacity.” Debts created by the debtor’s wrong-doing 
are not discharged under any system of bankruptcy; they re- 
main against the debtor as the just penalty of his misdoings. 
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EDITORIAL. 


A New Field for the Journal of Accountancy. 


THE JourRNAL oF AccouNTANCy will inaugurate, beginning 
with its October issue, a series of articles reviewing the reports of 
the more important railroad and industrial corporations. Our 
readers will, we think, agree with us that the reviews of reports 
which appear in the daily and weekly press are, to say the least, 
unsatisfactory. With few exceptions they are prepared by men 


who have no more than a superficial acquaintance with accounts, 
but who are able to cover up the deficiencies in their equipment 
by a clever use of the patois of the Street, by way of a decoration 
for their close paraphrases of the president’s report to the stock- 
holders. For this reason, these reviews are almost uniformly 
optimistic. To the financial writer the financial sky is seldom 
overcast. Even when his journal is conservative his reviews are 
“conservatively bullish.” The investor will look in vain for 
outspoken criticism of corporation policies, and what is more and 
worse, the most glaring abuses of administration, offenses against 
corporate honesty and public morals which are utterly in- 
defensible, have never lacked their pliant and docile defenders. 
We remember, in one instance, where a certain large railway cor- 
poration published reports which while misleading and afterward 
shown to be mendacious, still revealed a condition of weakness 
and stagnation, which pointed unmistakably to serious trouble. 
And yet a leading representative of the school of “ court circu- 
lar” journalism, only a short time before the application for a 
receiver was made, by the officers, referred to the condition of the 
company as “encouraging.” We are safe in saying that as guides 
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for either investment or speculation, the great majority of finan- 
cial reviews are worthless. It is true that there are some note- 
worthy exceptions. The Wall Street Journal’s “Studies in 
Values,” which the former editor of that newspaper, Mr. Thomas 
F. Woodlock, and his associates, developed to such a high degree 
of excellence, are still continued, and there are a few other sources 
from which the inquirer can obtain an honest, if sometimes un- 
instructed opinion, concerning the condition of corporations, but 
what are they among so many? 

The public accountant understands corporation accounts and 
the financial conditions which the accounts reveal. Theirs is the 
profession of honest publicity. They are peculiarly fitted to pre- 
sent to the public the real condition of the corporations which 
invite their support. These reviews will be, for the most part, un- 
signed. They will be the opinion of the JourNaL or AccouNT- 
ANCy expressed by the public accountants. The editors anticipate 
that they will do something to place the facts of corporate ad- 
ministration, whether these be good or bad, in intelligible form 
before the investing public. Publicity in corporation matters is 
the order of the day. It is peculiarly fitting that the official 
journal of the profession, the work of whose members has so 
greatly contributed to a correct understanding of the financial 
condition of corporations, should take the lead in presenting 
impartial analyses of the reports of the institutions which solicit 
the patronage of the investing public. 


The Value of an Accountant’s Certificate. 


About five years ago negotiations were begun for the transfer 
of a magazine. The owner was an experienced printer, and an 
exceedingly shrewd and enterprising man. The magazine had 
a small circulation, little advertising and was steadily losing 
money. The owner began operations by sending out vast num- 
bers of circulars advertising a work of great interest to prospec- 
tive subscribers of the magazine, and offering the book as a 
premium with the journal. Orders poured in thick upon the 
office. Waiting until the results of one month were on the books, 
the owner sent for the prospective purchaser, and showed him the 
rapid growth in circulation. Greatly impressed by the representa- 
tion, not fathoming the depths of his friend’s finesse, and neglect- 
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ing to secure an independent verification of the statement, the 
referee took the paper, and soon after awakened to the fact that 
he had been cleverly duped. 

After two years of hard work, the new owner built up the 
magazine to the point of paying expenses when he in his turn was 
approached with an offer of purchase. The buyers were young 
and inexperienced, and they accepted without question the state- 
ments prepared by the owner ; paying a high price for the publica- 
tion. Needless to say they failed, unpaid claims piled up against 
them, and they were forced after a few months of struggle to 
part with their control in a reorganization. Naturally enough, 
incensed over the failure they so far forgot themselves as to make 
charges of bad faith and misrepresentation against the parties 
with whom they had dealt. They charged specifically that the 
statement of receipts submitted to them was false, and they 
threatened legal proceedings. The charges came to the ears of 
the new control, who immediately demanded an explanation from 
the person who was accused of a swindling transaction, His 
answer was to take the inquirer to his books, verify the totals 
month by month from his records, extending over a considerable 
time, and finally present the certificate of a well known certified 
public accountant attesting to the accuracy of his statement. 
There was nothing more to say; the proof was conclusive. The 
precautions which the purchaser of the magazine had neglected, 
the seller, warned by his former experience, had carefully taken, 
and he emerged scathless from a situation which would otherwise 
have contained the possibility of serious damage to a hitherto 
unblemished reputation. 

If the purchaser had not utilized the accountant’s services in 
periodical audits his reputation for honesty and square dealing 
might have suffered. We hope that the time is not far distant 
when the business man in all transfers of concerns will regard 
the services of the accountant as of equal and many times 
of greater importance than the services of the lawyer. 





Editorial. 
Interest for Odd Days. 


THE JOURNAL would suggest to the Legislative Committee 
of the New York Society of Certified Public Accountants the 
introduction of a bill to restore to the statutes of the State of New 
York the following clause: 


For the purpose of calculating interest a month shall be con- 
sidered as the twelfth part of a year and interest for any number 
of days less than a month shall be estimated by the proportion 
which such number of days bears to thirty. 


Or if it is thought best to drop that very roundabout mode of 
expression, time hallowed as it is: 


For the purpose of calculating interest, any number of days 
less than a month shall be reckoned as thirtieths of a month. 


These words in the first quotation were in the law up to 1892, 
when they were quietly dropped by the Commissioners of 
Statutory Revision, and no one seems to know why. In fact, no 
one noticed that it was done. Nearly every one has gone on under 
the “ 360 day rule” just as before, but it is very doubtful if this 
is legal, although it is very convenient and sensible. 

Back in the 1820’s, when there was no statute on this particu- 
lar point, a case was tried in which a note had been discounted at 
the full legal rate, but the days were counted as 30ths of a month 
or 360ths of a year. The Court of Appeals decided that this was 
usury. In consequence of this decision the sentence first quoted 
was embodied in the law, and its effect was to make it legal, as to 
the odd days, to treat them as 30ths. It would be absurd to 
divide in some months by 31 and in others by 28 or 29, yet we 
believe the United States Treasury has so ruled as to salaries. 

When interest is payable semi-annually, as it usually is, we 
must go by months. A half year cannot be reckoned at 182%4 
days, but under the statutory Construction Law as six months, 
that is, from a given day of one month to the same-numbered 
day of the sixth following month, regardless of the actual num- 
ber of days composing those months. January 1 to July 1 is a 
half year although it contains 181 days; July 1 to January 1 
is a half year containing 184 days. And if the mortgage or other 
contract called for semi-annual interest, the creditor could not on 


301 





The Journal of Accountancy. 


January 1 demand 184/36sths of a year’s interest, but only for 
Y4, or six months. 

Were the contract annual each day would doubtless be one 
365th, and where it is daily, as in daily balances, or in notes 
drawn for so many days, the days would also be 365ths. The 
monthly principle must be introduced by something calling for 
months or quarters or half-years ; but when the monthly principle 
is admitted it must be adhered to until the even months are ex- 
hausted. Then we get into trouble with the odd days. 

Many good lawyers are of the opinion that these odd days 
must be on a 365 basis. The question often comes up in fore- 
closure cases, and though many times the 360-rule passes without 
comment, the lawyer for the defendant can easily get quite a 
rebate on a large amount. Suppose that 5 months and 29 days 
have elapsed, that the principal is $90,000, and the rate 6 per cent. 
By the 360 day rule, the interest due the plaintiff is $2,685. But 
the defendant insists that the 29 days are 29/365ths of a year and 
that the interest is only $428.14, which added to that for 5 months 
($2,250) gives the total due $2,678.14. Thus the difference of 
one day saves $6.86, which is at about 9 per cent. This compu- 
tation is manifestly inequitable, though probably legal. There are 
no interest tables giving the interest on this plan with the odd 
days at 365 to the year. 

Let us have the old clause restored and avoid ambiguity. 

The computation of accrued interest on securities has been 
much simplified of late years. Formerly the Wall Street rule 
was to use months and days for railroad bonds and 365 days on 
municipal securities, a distinction without reason or excuse. By 
agreement between the leading banking houses three or four years 
ago this was changed, and all interest computed by months and 
days. These bankers will no doubt gladly unite with the ac- 
countants in petitioning for an amendment which will settle this 
question once for all and give us an interest day of 30 to the 
month. 








Meetings of Societies. 


Annual Meeting of Ohio Society. 


The regular annual meeting of the Ohio State Society of 
Public Accountants was held at the Business Men’s Club, Cincin- 
nati, Ohio, on Saturday, June 23. Officers and directors for the 
ensuing year were elected as follows: 

Officers: J. S. M. Goodloe of Columbus, President; Vivian 
Harcourt of Cincinnati, Vice-President; J. H. Kauffman of 
Canton, Secretary and Treasurer, and F. W. Throssel of Cleve- 
land, Auditor. 

Directors: Messrs. Goodloe, Harcourt, Kauffman, Carl H. 
Nau (Cleveland), and Thomas E. Piggott (Cleveland). 

Delegates to the meeting of the American Association of 
Public Accountants: Messrs. Goodloe, Harcourt, Kauffman, and 
Nau. 

A general committee on arrangements for the annual meeting 
of the American Association of Public Accountants was ap- 


pointed, consisting of Messrs. Fisher, Harcourt and Nau. After 
the meeting the annual banquet was held at the Business Men’s 
Club. 


Rhode Island Accounting Board. 

The Providence Journal of August 14 describes the first meet- 
ing of the Rhode Island Accountancy Board as follows: “A 
meeting of the State Board of Accountancy was held yesterday 
afternoon at the office of George R. Allen, 29 Weybosset street, 
this city, one of the members of the Board, at which organization 
was effected. The following are the officers chosen: Chairman, 
George R. Allen of this city; secretary, George M. Rex, City 
Auditor of Pawtucket; treasurer, William P. Goodwin of this 
city. 

“ Following the election of officers, the Board discussed in an 
informal manner arrangements for the examinations which the 
Board is authorized to hold each year and other preliminary steps 
to perfect the profession of expert accounting in this State. It is 
expected that the blanks for the examinations will be ready soon. 
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The meeting was a short one and aside from talking over the 
preliminary arrangements for the year nothing of a definite 
nature was done, the meeting adjourning until Thursday after- 
noon of this week, at 3 o’clock.” 





New York Society of Accountants and Bookkeepers. 


The regular monthly meeting of this society was held at the 
Fifth Avenue Hotel, New York City, on Tuesday evening, August 
14. Messrs. H. B. Shipman and P. A. Clark of the Elliott-Fisher 
Company addressed the members and gave them a demonstration 
of the labor saving qualities of the Elliott-Fisher book typewriting 
and billing machines. The combined billing and adding machine 
evoked especial interest. The new posting method illustrated by 
Mr. Shipman was a revelation to many members present. 





Firm Announcements. 


Messrs. Wilkinson, Reckitt, Williams & Co. announce that they have 
admitted into partnership Harold Benington, A. C. A.; William Aitken 
Milligan, C. P. A., and Albert Warren Rugg, C. P. A. 


Messrs. Jones, Caesar, Dickinson, Wilmot & Co., Certified Public 
Accountants (Ill), and Price Waterhouse & Co., Chartered Accountants, 
announce that they have admitted into partnership Mr. Ye 4g R. Webster, 

A., C. P. A. (Ill), and Mr. Ernest Seatree, A. C. A. C. P. A. (IIL). 
The firm names will remain unchanged. 


Mr. Hermann C. Maas, C. P. A., announces that he has taken over 
the business of the Cost System & Auditing Co., of 52 Broadway, N. Y., 
of which company he was the Treasurer and Manager. The company 
was dissolved by the unanimous vote of the stockholders, because it was 
considered that a professional business should not be conducted under a 
corporate name. 


Messrs. Lybrand, Ross Bros. & Montgomery announce the removal of 
their Philadelphia offices from the Stephen Girard Building to the Land 
Title Building. 





Adding Machine Infringements. 


Suit for infringement and injunction has been filed in Trenton, N. J., 
in the United States Court by the Burroughs Adding Machine Company 
of Detroit, Michigan, against the Pike Adding Machine Company of 
Orange, New Jersey. A similar suit has been filed against the Adder 
Machine Co., manufacturers of the Wales adding machine. 
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PROBLEMS AND STUDIES IN THE ACCOUNTANCY OF 
INVESTMENT. By Charles Ezra Sprague, A. M., Ph. D., 
C. P. A., Professor of Accountancy in New York Univer- 
sity School of Commerce, Accountsand Finance. Published 
for the New York University School of Commerce, Accounts 
and Finance, by the Author. Pp. 64. Price, $1.50. New 
York, 1906. 


This volume is designed to supplement an earlier work by the 
same author on “ The Accountancy of Investment,” and is one of 
a series of “ Studies in Business” published for the New York 
University School of Commerce, Accounts and Finance. 

The work consists of a graduated series of the more compli- 
cated problems with solutions, in simple and compound interest, 
annuities, sinking funds, and the valuation of bonds of various 
kinds, simple and serial bonds, bonds with option of redemption, 
bonds at successive rates of interest, bonds which are repayable 
in installments, together with instructions in the use of logarithm 
tables to assist in computation and short cuts in computation. A 
section on the installation of Amortization Accounts is also 
inserted. 

This work, like its companion volume, is designed as a prac- 
tical text-book for those who desire to systematically study the 
accountancy of investment without an instructor. The subject 
matter is presented in an eminently logical order, leading gradually 
from the simple and easy to the more complex and difficult ; the 
solutions of the model problems are presented in a clear cut and 
readily comprehensible style. In the author’s own language, he 
has endeavored to secure clearness of presentation by simply using 
plain words in straightforward order. The book will prove an 
indispensable aid to every beginner in the bond business. 


CORPORATION ACCOUNTANCY AND CORPORATION 
LAW. A manual of Corporate Organization and Manage- 
ment. Accounting in Theory and Practice. Banking, with 
special reference to the National Banking System and a 
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Treatise on Stock Exchanges. By J. J. Rahill, C. P. A. 
Member California Society of Certified Public Accountants, 
Published by the Author. Fresno, California, 1906. 
Price, $3. 00. 


This is a revised edition of a work of the same title published 
by the same author in 1899. It is introduced by a general chapter 
on corporations in general, their nature, kinds, powers, privileges, 
shortcomings and advantages, and method of formation. This is 
followed by a topical presentation of the salient features of the 
general corporation laws, with numerous annotations and court 
decisions of New Jersey, Delaware, New Mexico, and California. 
The laws of New Mexico were selected for presentation seemingly 
because they constitute “ A simple and unambiguous set of laws 
embodying new features, and establishing new precedents.” One 
of these features is that a foreign corporation doing business 
within the state must occasionally hold a stockholders’ meeting 
within the territory to ratify actions of meetings held outside; 
such meetings may be held in the office of the territorial auditor 
“ by means of proxies without any of the stockholders being pres- 
ent in person.” 

The laws of California are the most equitable laws under 
which to incorporate. A peculiar feature of these laws is that the 
individual liability of a stockholder for the corporate debts is not 
limited to the par value of his interest in the corporation, but 
“Each stockholder . . . is individually and personally liable 
proportion of all its debts and liabilities contracted or incurred 
during the time he was a stockholder as the amount of stock or 
shares owned by him bears to the whole of the subscribed capital 
stock or shares of the corporation.” 

A chapter is devoted to the details of the organization of a 
corporation, exhibiting specimen sets of by-laws, proxy forms, 
ballots, subscription books, etc., and giving sixty-five important 
points about organization. The remainder of Part I., on “ Cor- 
poration Organization and Management,” is devoted to forms of 
corporation books, a discussion of subjects in the theory of cor- 
poration accounts, such as funds, depreciation, secret reserves, 
surplus, goodwill, franchise, and other accounts, and various kinds 
of statements, besides much matter of a more general nature. 

Part II. consists of forms, discussions, and a series of varied 
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and interesting practical problems drawn from the author’s own 
experience, dealing with subjects in practical accounting, the 
opening and closing of corporation books, partnership conversions, 
consolidation of corporations, bank organizations, etc. A chapter 
is devoted to a brief summary of the corporation laws of all states 
and territories. 

The work contains much valuable material which will be of 
great assistance to those who are engaged in the organization of a 
corporation, or who are planning the system of accounts which 
will be adapted to its business. 


PRINCIPLES OF ECONOMICS. With Special Reference to 
American Conditions. By Edwin R. E. Seligman, LL. D. 
McVickar Professor of Political Economy, Columbia Uni- 
versity. Longmans, Green &Co., New York. 1905. $2.25. 


This is a work of six hundred large sized pages of context, 
besides an index and an extensive classified bibliography on 
economic subjects. 

The subject matter is presented in four main divisions. We 
find an introductory Part (I.) which deals with the fundamental 
concepts of economics and with the scope and method of 


economics and the meaning of economic law. We learn that “the 
old contest over method has been relegated to the background.” 
Both the inductive and deductive methods of study are to be used. 
In some problems, like the study of the incidence of taxation upon 
which is based Professor Seligman’s chief claim for renown as an 
economist, the deductive is the only available method; in others, 
such as the variation between piece and time wages, the inductive 
method is preferable. 

Part II., on the “ Elements of Economic Life,” is presented in 
three books which deal respectively with the “ foundations of 
economic life,” the “ development of economic thought and life,” 
principally in Great Britain and the United States, and the “ con- 
ditions of economic life.” 

One of the foundations of economic life is population. The 
author brings a message of cheer to the inhabitants of the slums 
of New York and the struggling masses of humanity in other 
parts of the world ; for the Malthusian doctrine of over-population 
has “ lost its terrors.” The production of the food supply, indeed, 
is ultimately subject to the law of diminishing returns; and, 
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unless held in check by prudence, which is exercised only by the 
more well-to-do classes, the population tends to increase more 
rapidly than the food supply, until it is finally checked by vice and 
misery. This tendency, however, is overcome by the fact that 
wealth increases faster than population. This wealth can be 
turned into agriculture and transmuted into food. ‘“ The food 
may indeed cost more, but there will be more wealth with which 
to buy it.” Further, the increase of wealth itself sets in motion 
“those economic and sociological forces which tend to reduce the 
rate of increase of population.” 

The three “ conditions of economic life’ are private property, 
competition and freedom. Private property is justified on grounds 
of social utility because the best economic results can be obtained 
by the application of the principle of self-interest; being based 
upon social sanction, the extent of private property rights must 
always be limited by their social consequence. 

The five property rights are: the right of gift, of disposition by 
contract, of use, of bequest, and of unlimited acquisition. All are 
justified by social utility. Speaking of the last, “ The general 
feeling that prodigious inequalities of fortune are in the long run 
a menace to the stability of democratic virtues,” is reasonable. 
“ But the solution of the problem cannot be found by opposing 
private property as such, or by erecting a barrier to the accumu- 
lation of wealth.” It is futile to deny or to minimize the basic 
importance of private property on which the entire civilization of 
modern times is built. The solution is to “ inculcate the idea of 
trusteeship of wealth, of the social responsibility of the wealth- 
getter. This moral obligation is based on the sound economic 
conception of social utility as at once the justification and the 
limitation of private property.” 

Competition is, on the whole, essentially beneficent, though it 
has attendant evils. Some of these are inevitable. ‘“ Where there 
are a contest and a victor, there must be a victim.” The latter 
is comforted with the thought that his downfall is not necessarily 
his end, but may be his beginning, since he may be victor in some 
other line. Others can be avoided in part by raising the plane of 
competition, maintaining equality of equipment among com- 
petitors, and by regulating competition in the case of quasi-public 
enterprises. 

Economic freedom is the third condition of economic life. 
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This is more than absence of restraint or interference on the part 
of the government. It must be accompanied by equality—before 
the law—of opportunity, and relatively, so that in the conditions 
of bargaining one party to the contract will not be put at the 
virtual mercy of the other. It must also be accompanied by a 
sense of social solidarity, “ the conviction that no one can really 
dissociate himself from the welfare of his neighbors, and that his 
every action must be judged by its influence on society at large.” 

Part III., on the “ Structure and Progress of Economic Life,” 
deals with the theory of value, its relation to production, to distri- 
bution, and to exchange, and contains most of the subject matter 
both of theory and of practical problems found in the average 
work on economics. The conception of social utility, which was 
introduced as the justification and limitation of the right of private 
property, is the predominant strain running through this entire 
discussion. 

There are four factors in production, land, labor, capital, and 
enterprise. Land is distinguished from capital only because of 
the immense social importance of this particular form of produc- 
tive agent—because with the growth of population land tends to 
increase in value, while most other productive instruments tend 
to decrease in value. Capital consists, in one aspect, in the aggre- 
gate of productive goods, in another, in the fund of value em- 
bodied in these goods. Privileges are also included in capital. 

There are also four shares in the distribution of the social in- 
come, rent, interest, wages, and profits. All these shares in dis- 
tribution are determined by the marginal efficiency or productivity 
of the productive factors which they remunerate. Wages are de- 
termined by the marginal productivity of labor; rents are de- 
termined by the marginal productivity of the concrete pieces of 
capital ; profits are the saving in cost of the intra-marginal over 
the marginal producer—their tendency is to disappear; they are 
kept in existence only by the dynamic conditions of society, which 
perpetuate the differences between producers. 

In closing the author says: “ A study of the economic forces 
now at work therefore justifies a reasonable hopefulness. The 
productive powers of society are augmenting at such a prodigious 
rate that we need no longer apprehend a decay of general pros- 
perity or of national power. There is to be no further irruption of 
the barbarian, because there will soon be no more barbarians.” 
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SEVENTH ANNUAL REPORT. New Zealand Accountants’ 
and Auditors’ Association. Presented at Eighth ordinary 
meeting, held at Wellington, February 22, 1906. 


This little pamphlet is of interest to American accountants as 
showing what their brethren are doing in a country famous for 
its initiative and enterprise. The New Zealand association was 
organized in 1898 with 39 members. Its membership December 
8, 1905, was 225. The subject of education is evidently promi- 
nent in New Zealand: At the Wellington meeting a committee 
was appointed “ for the purpose of taking steps to raise the stand- 
ard of examination in general knowledge and professional sub- 
jects, and also to extend the scope of the examination in each sub- 
ject of the syllabus.” In the same line the following resolution is 
of interest: ‘“ That each of the New Zealand universities be ap- 
proached with the view to insuring that the commercial subjects 
dealt with by those bodies be adequately provided for both in 
regard to range of subject and number of hours allotted to them.” 
The Auckland University was reported as making preparation to 
meet all requirements imposed by the syllabus. The report con- 
tains an address on “ Company Law” by Mr. C. D. Morison of 
Wellington. 





